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Calendar of Events 


September 7-8—Eleventh Annual Re- 
gional Chapter Conference. Loca- 
tion: The Sagamore Hotel, Bolton 
Landing, Lake George, New York. 


October 9—Regular Meeting of the 
Society. Location: Waldorf-Astoria 
Hotel, New York. 


October 16-19—Annual Meeting of 
American Institute of Accountants. 
Location: Hotel Jefferson, St. 
Louis, Mo. 





It is the Patriotic Duty 


of Every American Citizen to: 


BUY United States War Bonds and Stamps 
GIVE to the Red Cross 
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Digest of War Production Board 


CONSUMERS GOODS INVENTORY 
LIMITATION ORDER L-219 


(as amended July 10, 1943) 


Purpose 

The purpose of this order is to 
make available adequate supplies of 
scarce merchandise to wholesalers 
and retailers when and where they 
are most needed without disturbing 
the all-out war effort. 


Effective Dates 
March 1, 1943— 
For businesses whose fiscal year 
ended November 30, 1942. 
April 1, 1943— 
Yor businesses whose fiscal year 
ended December 31, 1942. 
May 1, 1943— 
For businesses with any other fis- 
cal years. 


Who are Subject to the Order 

(1) Merchants and others who are 
engaged in retailing, wholesaling, job- 
bing and marketing of consumers 
goods, and 

(2) Others who maintain a mercan- 
tile inventory, and 

(3) Whose inventory of consumers 
goods is over $50,000 at the beginning 
of any quarter of their taxable year 
commencing after November 30, 1942, 
or 

(4) Whose net sales of consumers 
goods were over $200,000 during the 
twelve months preceding the beginning 
of any quarter of their income tax 
year. 

For the purpose of this order, busi- 
nesses under common ownership or 
control must consolidate the figures 
and records of all of their units} re- 
gardless of corporate distinctions. 
There is a limited exception to this 
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rule which is not generally applicable. 

A manufacturer who maintains 
consumers goods inventories in stock- 
carrying branches, or in premises not 
in the immediate vicinity of the 
manufacturing plant, becomes sub- 
ject to this order to the extent of 
such merchandise. 


Consumers goods represents mer- 
chandise which individuals buy in 
present form for personal or house- 
hold use (typical lines of consumers 
goods are shown in List A attached 
hereto), except the following classes 
of merchandise: 

Foods or beverages for human or 

animal consumption 

Fuel oil, gasoline, motor oil, grease 

or allied petroleum products 

Goods sold for consumption on 

vendor’s premises, such as food 
at fountains and restaurants 

Goods used in rendering personal 

services, such as shoe repairing 

Producers goods, such as farm im- 

plements 

Certain other goods, which are 

listed in List A of the Order 

Tobacco products 

Footwear 


Mercantile inventory represents the 
stock of consumers goods held for 
sale by a person engaged in mar- 
keting such goods. It includes goods 
purchased or manufactured, or held 
for resale under consignment or 
memorandum arrangements. It may 
include will-calls or lay-aways, de- 
pendent upon the accounting or in- 
come tax practice of the merchant. 
Non-consumers goods may be in- 
cluded with consumers goods if it 
is the merchant’s practice to include 
them consistently, and if exclusion 
would be impracticable. Inventories 
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at the end of a fiscal income tax 
period must be valued in accordance 
with the tax returns and the books 
of account. Inventories during inter- 
im quarters may be based on either 
physical takings, perpetual inven- 
tory records or computations on the 
basis of gross profit percentage indi- 
cated in previous year’s tax returns. 


Net sales represent gross sales of 
consumers goods, less returns, al- 
lowances, rebates, discounts and 
other proper deductions. Transac- 
tions among units of a single organi- 
zation are not regarded as sales. 


Reports to be Filed 


A business subject to the Order 
files reports with the War Produc- 
tion Board only when and as its quar- 
terly inventories subsequent to its first 
quarter in 1943 exceed its inventory 
limit. Thus (using the second quarter 
1944 as an example) if a business has 
a fiscal year which ended December 
31, 1943, its second quarter in 1944 
began on April 1, 1944. If on April 1, 
1944 its mercantile inventory (of con- 
sumers goods) exceeded its inventory 
limit, the following reports must be 
filed : 

*Form WPB—1620— 

On April 25, 1944 
Form WPB—1621— 
On April 25, 1944 
Form WPB—1962— 
On May 25, 1944 
Form WPB—1962— 
On June 25, 1944 


All items in connection with the 
Order and the related report forms 
are to be stated in dollars. We are not 
concerned here with units. 

If on July 1, 1944 a business’s 
mercantile inventory again exceeds 
its then inventory limit, the filing 
cycle continues (except that Form 
WPB-1620 is not filed again). If 
the inventory at July 1, 1944 is under 


its inventory limit no filing is neces- 
sary for the ensuing quarter. 

The determination by merchants 
subject to the Order of the “inven- 
tory limit” at April 1, 1944 will be 
described in the comments that fol- 
low. For the sake of simplicity, it 
is assumed that the fiscal year ended 
December 31, 1943. 


Procedures to be Followed by 
Controlled Merchants 


The “controlled merchant” (that 
is, one who is subject to the Order) 
must determine whether his inven- 
tory as of the beginning of his quar- 
terly period is greater or less than 
his inventory limit. This determina- 
tion must be made prior to the 25th 
of the first month in the quarter, 
since returns are due on that date. 
Thus, if the quarter begins April 1, 
1944, determination must be made 
by April 25, 1944, 

The following calculations are 
necessary in order to determine 
whether the April 1, 1944 inventory 
exceeds the inventory limit: 

(1) Calculate the normal quarterly 

Inventory-Sales Ratio 
(2) Calculate the Normal Inventory 


(3) Calculate the Inventory Limit 
Each of these calculations is de- 
scribed below. 


Inven.ory—Sales Ratio 


The War Production Board has 
issued Form WPB-1622 to be used 
as a work sheet in computing the 
quarterly inventories of consumers 
goods from 1939 through 1944 (the 
years 1939, 1940 and 1941 are con- 
sidered the base period). This form 
(which need not be filed) computes 
the inventories on the basis of gross 
profit percentages. If quarterly in- 
ventories can be determined in any 
other way, the latter basis can be 
used. Net quarterly sales during 
these years are also determined. 


* This form is filed only once. It need not be filed again. 
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Now, using Form WPB-1620, the 
inventories at April 1, 1939, 1940 and 
1941 are then totaled. The sales for 
the second quarter of 1939, 1940 and 
1941 are also totaled. The ratio that 
the total of the three years April 1 
inventories bears to the total of the 
three years second quarter sales rep- 
resents the normal inventory-sales 
ratio for the second quarter of 1944. 


Calculation of Normal Inventory 
Four steps are involved here (using 
Form WPB-1621): 
(1) Calculation of 
ratio. 
(2) Calculation of sales projec- 
tion ratio. 
(3) Calculation of projected sales. 
(4) Calculation of normal inven- 
tory. 


sales trend 


Each of these steps are explained 
in the following comments: 

(1) The sales trend ratio for the 
second quarter of 1944 is arrived at 
by dividing the net sales of the 1943 
fourth quarter by the net sales of 
the 1942 fourth quarter. (The 
“trend” quarters are always the sec- 
ond preceding quarters; thus for the 
third quarter 1944 the “‘trend’”’ quar- 
ters are the first quarters of 1944 and 
1943.) 


Location 


Eastern and Central time zones...... 
Mountain and Pacific time zones..... 


Form W PB-1621 (as well as Form 
W PB-1620) is filed only if the April 
1, 1944 actual or estimated inventory 
exceeds the inventory limit. It need 
not be filed if the April 1, 1944 in- 
ventory is less than the inventory 
limit, but the form should be pre- 
pared and preserved. 

Where the merchant feels that the 
procedures hereinbefore outlined are 
not fair to his particular business, he 
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(2) If the sales trend ratio is be- 
tween .900 and 1.100, that will also 
be the sales projection ratio. If the 
sales trend ratio is less than .900, add 
one-half of the difference to arrive 
at the sales projection ratio. If the 
sales trend ratio is over 1.100, subtract 
one-half of the different to arrive at 
the sales projection ratio. 


(3) The projected sales for the sec- 
ond quarter 1944 are arrived at by 
multiplying the sales for the second 
quarter 1943 bythe sales projection 
ratio. 

(4) The normal inventory as of 
April 1, 1944 is then calculated by 
multiplying the projected sales for 
the second quarter 1944 (as arrived 
at in Step (3)) by the normal in- 
ventory-sales ratio for the second 
quarter 1944 (as previously described 
under “Inventory-Sales Ratio.”) 


Calculation of Inventory Limit 


This computation is also made on 
Form WPB-1621. The inventory 
limit represents the normal inven- 
tory as of April 1, 1944, previously 
arrived at, plus a percentage of tol- 
erance. The tolerance factor repre- 
sents a percentage of the normal in- 
ventory and varies with different 
locations as follows: 


Percentage of tolerance 


Retail 
Cost Inventory 
Method Method 
10% 8% 
15% 13% 


may apply for permission to use am 
increased normal inventory figure or 
increased tolerance percentages. 


Procedures When Inventories 
Exceed the Inventory Limit 


If the April 1, 1944 actual or esti- 
mated inventory exceeds the inven- 
tory limit, the merchant must then 
calculate on Form WPB-1621 the 
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normal receipts and allowable receipts 
during the second quarter 1944. 

Normal receipts represent the great- 
ef of: 

(a) One-third of the cost of sales 
for the preceding quarter (in this 
case, the first quarter 1944) 

or 

(b) An amount computed as fol- 
lows: 

Cost of projected sales during 
the quarter* plus 

Normal inventory at July 1, 
1944 less 

Actual inventory 
1944 equals 

Normal receipts 
quarter. 


at April 1, 
during the 


The next step is the computation 
of the allowable receipts, to which the 
merchant is limited so far as his 
purchases for the second quarter 
1944 are concerned. Calculation is 
made of the percentage by which the 
actual inventory at April 1, 1944 ex- 
ceeds the normal inventory (without 
considering the tolerance factor) at 
April 1, 1944. The allowable receipts 
will then be arrived at as follows: 

The allowable 
receipts are 
Normal receipts 
75% of normal receipts 


50% of normal receipts 
40% of normal réceipts 


If the above 
percentage is between 

OQ and 25% 

26% and 50% 

51% and 100% 

Over 100% 

Forms WPB-1620 and WPB-1621 
are then due for filing by April 25, 
1944. Thereafter Form WPB-1962 
is filed on May 25, 1944 and June 25, 
1944. The latter form deals mainly 


with the control of merchandise re- 
ceipts during the quarter effected. 


Retail Inventory Method 


Retailers using the retail inven- 
tory method of accounting may re- 
duce their inventories to cost by the 
method prescribed for Federal in- 
come tax purposes, or they may 
elect to use retail sales valuations 
throughout. In the latter case, pro- 
jected markdowns are added to pro- 
jected sales in computing allowable 
receipts. The percentage of toler- 
ance differs under this method, as 
noted in a previous tabulation. 


Miscellaneous Provisions 


The Order provides that certain 
sales, inventory and cost records 
must be preserved for a number of 
years. Fine and imprisonment pen- 
alties are provided for violations of 
the Order. In complying with the 
provisions of the order, the mer- 
chant must use the same system of 
accounting consistently employed 
since the beginning of the base pe- 
riod. If significant changes have 
been made since that period, appli- 
cation must be made to the Director 
General of Operations for specific 
instructions. 

Attached hereto is List A, repre- 
senting lines of goods which qualify 
merchants for exemption if more 
than 50% of their sales are in such 
goods. Also attached hereto, is List 
3 covering examples of typical con- 
sumer goods. 


* Cost of projected sales represents projected sales for the second quarter 1944 multiplied 


by the cost of goods sold ratio for the same quarter in 1943. 
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List A 


Lines of Goods (Whether or Not Consumers’ Goods) 
Qualifying Merchants for Exemption 


Antiques 

Coal, fuel oil, gasoline, and miscellaneous 
heat or power fuel 

Coffins, burial caskets, and burial vaults 

Farm machinery and equipment, and at- 
tachments and repair parts therefor 

Flowers and plants, except artificial types 

Foods and confections 

Grain , 

Ice 

Hay 

Jewelry having a selling price of $200 or 
more per piece 

Lumber and building materials, except 
hardware 

Motor oil and grease 

Motor vehicles and motor vehicle replace- 
ment parts 

Nonalcoholic beverages 


Rubber tires 
Second-hand goods 
Stock food 
Seeds for farm use 
Tobacco products (such as cigars, cigarettes, 
chewing and smoking tobacco) 
Typewriters 
“Consumers’ goods” 
United States 
Supplies, as defined in paragraph 1046.1 
“Suppliers’ Inventory Limitation Order 
L-63”, concerning which the merchant 
is required to keep and actually keeps 
records on Form WPB-825. 
Also exempt are: 
Merchants engaged in foreign trade 
Merchants 90% of whose sales during 
the last inventory vear consisted of 
footwear. 


imported into the 


List B 


Examples of Typical Consumers’ Goods 


Women’s, misses’ wearing apparel 

Women’s, misses’ accessories 

Baby goods 

Men’s and boys’ clothing 

Men’s and boys’ furnishings 

Work clothing 

Footwear 

Hosiery, underwear, negligees, and robes 

Gloves, handbags, and millinery 

Aprons, house dresses, and uniforms 

Furs 

Corsets and brassieres 

Lace, trimming, and ribbons 

Notions 

Toilet articles and toiletries (such as cos- 
metics, shaving equipment, and soaps) 

Clocks and watches 

Jewelry and silverware 

Umbrellas 

Art, needlework, and yarns for home use 

Paper and paper products, stationery, books 

Giftwares 

Piece goods (silks, velvets, rayons and 
synthetics, woolens, cottons, linens, 
mixtures, wash goods, and linings) 

Drugs and drug sundries 

Sporting goods and cameras 

Toys and games 

Luggage and other leather goods 

Garden supplies and seeds for garden use 

Motor vehicles, replacement parts, and 
accessories 

Tires 
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Typewriters 

Linens, including towels 

Domestics (muslins, sheetings, etc.) 

Blankets, comforters, and spreads 

Furniture, bedding, and domestic floor 
coverings 

Draperies, curtains, and upholstery 

Lanterns, lamps, and shades 

Chinaware and glassware 

Major household appliances, including 
mechanical refrigerators, washing ma- 
chines, and cooking appliances 

Small electrical appliances, light bulbs, 
fixtures, and dry cells 

Radios, phonographs, records and supplies 

Hardware and tools for home use 

Kitchenware, cutlery, and miscellaneous 
housewares 

Musical instruments, 
music 

Window shades, blinds, and wallpaper 

3rushes, brooms and mops 

Soaps and household cleaning and sanita- 
tion materials 

Paints, varnishes, waxes, and polishes 

Christmas ornaments and supplies 

Wheeled goods 

School supplies 

Antiques 

Coal 

Flowers and plants 

Smoking equipment 

Second-hand consumers’ goods 


Pianos, and _ sheet 
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New York Laws AFFECTING BUwsI- 
NESS CORPORATIONS ( Annotated ) 


United States Corporation Co., 1944 
627 pages, $2.00. 


This is the twenty-fifth edition of 
this work, revised to March 18, 1944, 
and includes changes in pertinent 
sections of the Tax Law, emanating 
from the 1944 session of the New 
York State Legislature. Besides the 
statutes, it includes+ liberal annota- 
tions of judicial decisions in the 
form of abstracts, in the court’s ex- 
act language, with numerous cita- 
tions of supporting cases. 


CURBING INFLATION THROUGH TAXA- 
TION 


By Marriner S. Eccles, Alvin H. Han- 
sen and other distinguished tax 
authorities 

New York: Tax Institute, Inc., 1944 

272 pp. Bibliography and index, $2.50. 


Inflation is still the number one 
fiscal problem. It is a threat during 
the war and will probably be even 
more of a threat in the postwar pe- 
riod. In these papers which were 
presented at a recent Tax Institute 
symposium the speakers come to 
grips with the inflationary problem 
in a realistic way. 

The First group of papers is con- 
cerned with the earmarks of infla- 
tion that are now evident in our 
economy. Milton Gilbert of the 
Bureau of Foreign and Domestic 
Commerce discusses consumer spend- 
ing. Seth D. Sims, Assistant to the 
Secretary of Agriculture, discusses 
the boom that is taking place in farm 
land while Homer Hoyt of the 
Regional Plan Association of New 
York speaks on inflation in urban 


1944 


land. The increase in bank deposits 
and ‘money in circulation is described 
by Irving Bussing of the Savings 
Bank Trust Company, New York. 

The chapters on inflationary po- 
tentialities of the public debt by 
Alvin H. Hansen of Harvard Uni- 
versity and James F. Hughes of 
Smith, Barney & Company, consti- 
tute a particularly important part of 
the volume. 

The sales tax, income tax, spend- 
ings tax, forced savings, and other 
fiscal devices to curb inflation are 
discussed in chapters contributed by 
Marius Farioletti, Treasury Depart- 
ment, Godfrey N. Nelson, of the 
New York Times, Alfred G. Buehler, 
University of Pennsylvania, Roy 
Blough, Director of Tax Research, 
Treasury Department, Carl Shoup, 
Columbia University, and Seymour 
FE. Harris, Harvard University. 

Part Four of the volume is de- 
voted to the experience of other 
countries in curbing inflation through 
fiscal devices. Arthur Z. Arnold of 
New York University, discusses the 
control of inflation in the Soviet, and 
George A. Tesoro of the American 
University, reports on Italy’s experi- 
ence. A. Kenneth Eaton of the 
Canadian Department of Finance 
and Mary E. Murphy of Hunter Col- 
lege, speak on Canadian and British 
experience respectively. 

In the concluding section of the 
book Marriner S. Eccles, Chairman, 
Board of Governors of the Federal 
Reserve System, and J. W. Oliver, 
Secretary, Linen Thread Company, 
Inc., consider the possibilities of 
postwar inflation and outline sug- 
gestions for tax action to curb it. 


“The war on inflation has yet to 
be won. The most critical battles 
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will probably come after the war 
on the Axis is over,” declares Pro- 
fessor Mabel Newcomer, in an intro- 
duction to the volume. “We hope 
that the exchange of information 
and opinions in this symposium may 
take us one step farther toward our 


goal.” 


Renegotiation Regulations 


The War Contracts Price Adjust- 
ment Board issued on June 7th 
Chapters III, IV, V, and VI of the 
renegotiation regulations controlling 
renegotiation of contracts and sub- 
contracts under section 403 of the 
Sixth Supplemental National De- 
fense Appropriation Act of 1942, as 
amended. These four chapters re- 
late, respectively, to determination 
of renegotiable business and costs; 
determination and elimination of ex- 
cessive profits; agreements and 
statements; and impasse procedure. 
Simultaneously, revisions were an- 
nounced in regulations issued by 
the Board on April 19th. It is 
understood that the regulations will 
be published in a manual available 
from the Superintendent of Public 
Documents. 


Standard Termination Article 
for Subcontracts 


A standard termination article ap- 
plicable to fixed-price orders or sub- 
contracts for the manufacture of sup- 
plies was adopted by the Joint Con- 
tract Termination Board early in 
June. The Director of War Mobili- 
zation has issued a directive author- 
izing the various procurement agen- 
cies to recommend the use of this 
article by prime contractors and 
subcontractors. Simultaneously he 
authorized the use by the procure- 
ment agencies of a statement of 
policy, previously adopted by the 
Board, applicable to the settlement 
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of claims under such terminated con- 
tracts. The standard subcontract 
article states briefly the same gen- 
eral principles as the uniform ter- 
mination article for prime contracts, 
issued January 8, 1944, and bases 
the terms of settlement on “recog- 
nized commercial accounting prac- 
tice,” which, according to the state- 
ment of policy, are represented in 
the statement of cost principles also 
issued on January 8th. 


Accountants and the National 
Roster 


Members of the accounting pro- 
fession who have not previously reg- 
istered with the National Roster of 
Scientific and Specialized Personnel 
are asked to do so immediately. 
This agency of the federal govern- 
ment is responsible for effective utili- 
zation of the nation’s professional 
and scientific talent. Since 1940, it 
has maintained a central register of 
persons possessing qualifications es- 
sential to the success of the war 
effort, including those engaged in 
war industry or serving in any ca- 
pacity with the armed forces. 

It is important, from the view- 
point of national welfare, that pro- 
fessional accountants entering the 
armed forces notify the National 
Roster as promptly as possible con- 
cerning the branch to which they 
are assigned, the date and place of 
their induction, and their serial num- 
ber. The Roster, as a civilian agen- 
cy of government, assumes no re- 
sponsibility in the assignment of its 
registrants within the armed forces. 
At the request of the War and Navy 
Departments, however, information 
is furnished concerning the special- 
ized training and qualifications of 
registrants who have been inducted. 
This information is considered in de- 
termining military assignments. 

As the war progresses, it may be- 
come necessary to withdraw a num- 
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ber of professional and _ scientific 
men from the armed forces for the 
purpose of assigning them to impor- 
tant research or production work in 
civilian war industry. Since the 
Roster’s records are sufficiently de- 
tailed to permit intelligent selection 
of persons possessing professional 
qualifications in practically every 
specialized field, it would probably 


be asked to assist in such assign- 
ment. Persons possessing special- 
ized professional qualifications are 
therefore urged to register now and 
to advise the Roster concerning any 
change in their status. Communi- 
cations should be addressed to the 
National Roster of Scientific and 
Specialized Personnel, 1006 U Street, 
N. W., Washington 25, D. C. 
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Processing of Claims on Terminated 
War Contracts 


By LAwreENCE R. Scumipt, C.P.A. 


T HE principles to be used in pre- 

paring claims on terminated con- 
tracts have been outlined in various 
Government releases and have been 
discussed at length at technical ses- 
sions of the various accounting so- 
cieties for the past year. It is the 
purpose of this article to discuss 
the internal procedures of the con- 
tractor, necessary to insure efficient 
processing and collection of cancel- 
lation claims. While these proce- 
dures will vary with each contractor 
there are certain fundamentals which 
should exist to insure the common 


aim; speedy and accurate settle- 
ment. 
kvery war contractor will un- 


doubtedly face the problem of ter- 
minated Government contracts, how- 
ever, the complexities of this prob- 
lem increase with the number of 
contracts cancelled, multiplicity of 
products and the extent of subcon- 
tracting involved. The contractor 
with only a few cancellations does 
not have the control problem which 
confronts the contractor with sev- 
eral hundred or perhaps several 
thousand cancellations. Likewise, 
if the contractor manufactures but 
one product his problem is not as 
complex as that of the contractor 
who manufactures numerous prod- 
ucts with many interchangeable parts. 
Most authorities on cancellations agree 
that the problem of apportioning 
common item inventories constitutes 
the contractor’s major cancellation 
problem. 

Every settlement proposal filed 
represents the composite informa- 
tion obtained from many sources. 
It is obvious, therefore, that a prob- 
lem of coordination exists. To in- 
sure proper coordination it is essen- 





tial that one person be assigned the 
responsibility for processing and fil- 
ing of claims. Since preparation of 
claims involves many accounting 
questions the logical selection for 
supervision of this activity would 
be an accounting officer. A Termina- 
tion Department sufficiently large 
enough to cope with requirements 
should be put at his disposal and 
full authority given him to obtain 
required information promptly in 
the form designated and also to in- 
terpret cancellation policies. 

Company policies on cancellation 
proposals must be definitely estab- 
lished at the outset. Nothing dis- 
rupts the orderly processing and col- 
lecting .of claims more than having 
management vacillate on the meth- 
ods and procedures to be followed. 
Many contractors in their eagerness 
to file claims failed to give full con- 
sideration to the problem confront- 
ing them and neglected to systema- 
tize this important function, and as 
a result the benefits of initial speed 
were in many instances lost by the 
necessity of revising original pro- 
posals and also by failure to fully 
recover the amounts to which prop- 
erly entitled. 

Two principles which should be 
required are: 


1. Reduce all pertinent facts and 
data to writing. 

2. Retain copies of all informa- 
tion related to a cancellation 
in one file, preferably in the 
department responsible for fil- 
ing the claim. 


Where the contractor receives can 
cellations of orders for repair parts, 
spare parts or other small orders, 


First Prize Paper in 1944 Prize Essay Contest. 
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the ultimate amount to be claimed 
may be so insignificant that prepa- 
ration of a claim is unwarranted. 
This might likewise be true of the 
cancellation of a substantial order 
where only some minor preproduc- 
tion expense has been incurred. 
Instances are known where con- 
tractors have spent hundreds of 
dollars of clerical time to prepare 
claims for one or two dollars which 
management naturally absorbed rather 
than file. If management at the out- 
set had established a minimum amount 
for which claims should be prepared, 
the time spent on these small can- 
cellations could have been applied 
to the processing of more substan- 
tial claims. 
The other extreme must likewise 
be cautioned against i.e. settling 
claims on a “no charge” basis with- 
out sufficient investigation of the 
potentialities of the cancellation. 
This can be avoided by prescribing 
the minimum review that must be 
performed when the value of the 
sales order cancelled is in excess of 
a nominal amount and requiring a 
responsible person to authorize all 
such write-offs. As an added pre- 
caution against injudicious “no charge” 
cancellation settlements, procedure 
should provide for an independent 
review by the contractor's Internal 
Audit Department of the files on all 
cancellations so settled. 


As an indication of the coordina- 
tion problem involved in processing 
claims let us briefly trace the pro- 
gression of a cancellation from the 
time received until settlement pro- 
posal is submitted to the customer. 


Sales Department—This department 
receives the initial advice of can- 
cellation from the customer and it 
is their task to.immediately provide 
all interested departments ‘with the 
information received. For this pur- 
pose most companies have devised 
a prenumbered notice which is dupli- 
cated to provide the number of copies 
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required to inform the various de- 
partments. To preclude any future 
question of receipt of notice the re- 
cipients should be required to ac- 
knowledge receipt. 

Failure to promptly notify all de- 
partments may give rise to the ques- 
tion, whether items included in in- 
ventory were processed subsequent 
to the cancellation effective date. 
Moreover, if, the Shipping Depart- 
ment is not immediately notified 
completed items may be shipped to 
the customer only to have them re- 
turned, resulting in unnecessary re- 
handling effort and unrecoverable 
shipping expense. 


Shipping Department—Upon receipt 
of termination notice this depart- 
ment will determine whether any 
units on the subject order are await- 
ing shipment. If so, the units will 


be appropriately tagged and _ for- 
warded to the Cancellation Stock 


Room pending customer disposition. 
Details of the quantities involved 
will be referred to the Production 
Planning Department for inclusion 
in the claim inventory. 


Service Departinent—Customers may 
have returned product shipped to 
them prior to cancellation which, at 
effective date thereof, are either being 
reworked, or awaiting customers’ in- 
structions. 

Upon receipt of cancellation notice 
this department should: 

1. Ascertain units on hand 

taining to order cancelled. 


per- 


2. Submit detailed inventory to 
the Cost Department for cost- 
ing and reference to Termina- 
tion Department. 


Production Planning or Production 
Control Department—This department 
will upon receipt of a cancellation 
notice review the production fore- 
cast and commitment record to de- 
termine status of the order can- 
celled. Based on this review, the 
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following steps should immediately 

be taken: 

1. If order is in production, notice 

issued to halt production. 

2. Submit list of commitments to 
be cancelled to Purchasing De- 
partment. 

3. Segregate and inventory mate- 
rials pertaining to the can- 
celled order. 

4. If production schedule indi- 
cates that a subcontractor is 
involved in the cancellation, 
notice must be immediately 
sent to the subcontractors ad- 
vising them to: 

A. Halt production. 

B. Segregate and inventory ma- 
terials on hand. 

C. Submit costed inventory tabu- 
lations. 

5. Follow subcontractors for re- 
ceipt of inventory tabulations. 

6. Review and certify all inven- 

tories as to propriety of quan- 

tities and stage of completion 
indicated. 

Submit certified inventories to 

Cost Department. 


“J 


Tool Design Department — When 
properly notified of a cancellation 
this department will immediately: 


1. Stop all tool design, sheet writ- 
ing and tool room work on the 
items affected. 

Prepare listing of open tool 
purchase orders applicable to 
the order cancelled, to be sub- 
mitted to the Purchasing De- 
partment for issuance of ap- 
propriate cancellation supple- 
ments and requests for ven- 
dors’ cancellation charges. 


bo 


3. Prepare tabulation of tools in 
duplicate. 

A. Original to be forwarded to 
the Accounting Department 
for the purpose of entering 
the cost of tools listed. 
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B. Duplicate to be submitted to 
the Tool Crib for tagging and 
segregation oi the tools in- 
volved. 


Purchasing Department—The com- 
mitment lists received from the Pro- 
duction Control and Tool Design 
Departments will furnish the basis 
for action by this department as 
follows: 

1. Immediately dispatch cancella- 
tion telegrams to vendors ap- 
pearing on the commitment 
list. 

2. Formal purchase order supple- 
ment to follow telegram, ac- 
companied by forms for the 
presentation of vendors’ claims 
and instructions as to proce- 
dure to be followed. 

3: Follow vendors for receipt of 
claims or no charge releases. 

4. Review and approve all claim 
forms received from vendors 
together, with recommended dis- 
position of material involved. 

5. Transmit approved vendors’ 
claims to the Termination De- 
partment. 


Accounting Department—Upon re- 
ceipt of tool lists this department 
will proceed to price and extend the 
tool inventory and forward same to 
the Termination Department. 


Cost Department—Certified inven- 
tories received from Production Con- 
trol Department will be processed 
as follows by this department: 

1. Contractor’s inventories 

be priced and extended. 

2. Subcontractors’ inventory prices 

will be verified. 


will 


Inventory forms should provide 
space for indication of the Cost De- 
partment’s approval. 


A statement of tool costs recovered 
in billing of product delivered prior 
to cancellation date will be prepared 
and forwarded to the Termination 
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Department for determination of total 
tool cost to be included in the claim. 


Termination Department—This de- 
partment is the consolidation point 
for certified inventories, vendors’ 
claims, etc. mentioned previously. 
When all are received the final sum- 
mary claim forms are prepared and 
profit and other indirect assessments 
applied. [Extensions and footings of 
the various statements received are 
likewise verified by this section. 

The Termination Department will 
be responsible for following-up the 
various departments to insure that 
no undue delay occurs at any point 
in the progression. Where there is 
any great volume of cancellations a 
control register will be necessary 
to reflect at all times the status of 
claims. As claims are transmitted 
from one department to the next 
succeeding department a transmittal 
form should be prepared, copy of 
which is sent to the Termination 
Department for entry of the status 
change on the control register. 

If a normal processing period is 
established for each department, ref- 
erence to the control register will 
reveal those departments which are 
exceeding the allotted time and cre- 
ating a bottleneck. In such instances, 
explanations should be required from 
the department heads involved. 

When the number of cancellations 
warrant it and where IBM tabu- 
lating equipment is available, this 
record can be maintained by such 
machines with the added advantage 
that periodic summary reports can 
be readily prepared for the informa- 
tion of management. 


Auditing of Claims—Under Termi- 
nation Regulations the prime con- 
tractor is required to revtew claims 
presented by subcontractors so as 
to be able to certify that the claim 
is fair and reasonable. This does 
not necessarily mean that a field 
audit will have to be made in each 
instance but office reviews similar 
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to those employed by the Govern- 
ment in its review of prime con- 
tractors’ claims are contemplated. 

If the contractor’s internal audit 
force is large enough it is advisable 
to not only review subcontractors’ 
claims but to include as part of 
regular termination procedure, audit 
review of all claims before presen- 
tation to customers. Such review 
would insure that all claims filed 
are complete and that items in- 
cluded and cost applied are sup- 
portable and prepared in accord- 
ance with recognized accounting prac- 
tices. From experience I can say 
that any loss in time resulting from 
this audit review is offset by the 
number of questionable items which 
are thereby eliminated. 

While extreme care may be exer- 
cised at every step in the prepara- 
tion of the claim, if it is reviewed 
in its entirety from an auditor's 
objective viewpoint, many deficien- 
cies may be disclosed. Critical re- 
view of claims before filing, pre- 
cludes subsequent delay in settle- 
ment when Government auditors re- 
quest supplementary information. 

A copy of the internal auditor’s 
report should accompany every claim 
when presented to management for 
approval which should bear indica- 
tion that the Termination Depart- 
ment has reviewed the auditor’s com- 
ments and disposition made thereof. 
In most instances, the claim defi- 
ciencies will be corrected and the 
Termination Department will simply 
place a rubber stamp impression 
next to the comment, reading, “Sub- 
sequently Corrected” together with 
the initials of the person making 
the correction. 

While company operating condi- 
tions will, to a large degree, deter- 
mine the procedures to be applied in 
auditing claim proposals a suggested 
general audit program for office re- 
view is presented at the end of this 
paper. 
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The extent of field auditing that 
will be required by the prime con- 
tractor of the subcontractors’ claims 
is dependent on the following facts: 

1. Amount involved on cancella- 

tion. 

2. Reputation and integrity of 
subcontractor involved. 
Terms of subcontract 
ment in effect. 


oS) 


agree- 


4. Extent of regular field auditing 
performed prior to termination 

5. Extent of auditing to be under- 
taken by Government auditors. 

6. Exceptions disclosed by office 
review. 


1 and 2 require no further com- 
ment except to caution that reason- 
able discretion be exercised. 3 and 4 
are related. If the subcontract agree- 
ment establishes firm prices which 
have previously been verified by ex- 
amination of the subcontractors’ rec- 
ords, usually, the only facts to be 
verified are the existence of the in- 
ventory claimed, applicability to the 
order cancelled and that the inven- 
tory is segregated, tagged and pro- 
tected until taken over by the cus- 
tomer. Moreover, if the contract 
provides that the prime contractor 
have a resident representative at 
the subcontractor’s plant he can verify 
this information. In any event such 
inventory verification would not re- 
quire the services of an auditor but 
could be performed by a traveling 
representative of the prime contrac- 
tor’s Production Control Depart- 
ment 


5—Experience has indicated that 
on large cancellations various serv- 
ice branches have indicated that 
they would perform the required 
field audits and permit the prime 
contractor to certify the subcon- 
tractor’s claim subject to the Gov- 
ernment audit. In other instances, 
joint audits by the prime contrac- 
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tor’s auditor and a representative of 
the procurement branch of the serv- 
ice have been made. 


6—lIf the office review of the sub- 
contractor’s claim indicates a tend- 
ency toward carelessness or that 
questionable items are included the 
prime contractor will be wise to 
have a field audit made. 


Contractors are undoubtedly going 
to call upon the public accounting 
profession for assistance with their 
termination problems. While in some 
instances this may be limited to ad- 
visory service, in many cases pub- 
lic accountants will be called upon 
to render a formal opinion on the 
claims submitted by subcontractors. 

In selecting public accountants to 
review subcontractors’ claims it is 
usually advisable to engage the firm 
that has regularly audited the sub- 
contractors’ accounts. Being famil- 
iar with the company’s policies and 
accounting procedures they should 
be in a position to perform this work 
with a minimum expenditure of 
effort and least inconvenience to the 
subcontractor. 


At the Termination School con- 
ducted by the New York District 
Ordnance Department it was sug- 
gested that a definite audit program 
for review of subcontractors’ claims 
be prepared and submitted to Ord- 
nance Department for approval. It 
was likewise recommended that a 
copy of the program be included in 
the claim papers, checked off to in- 
dicate the steps performed. 

The Army Air Forces have like- 
wise requested similar information 
from prime contractors. 

The fact that some reports pre- 
pared by Certified Public Account- 
ants in conjunction with termina- 
tion proposals were criticized by 
Government officials led to the re- 
lease by the American Institute of 
Accountants of a bulletin on the 
subject of War Contract Termina- 
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tion under the date of April 5, 1944. 

This bulletin emphasized: 
1. Need for full information of 
Government regulations and 
interpretations. 

2. Need for objective attitude. 

3. Need for assumption of proper 
responsibility. Since the ex- 
tent of verification will neces- 
sarily vary in each instance, 
details should be indicated in 
the report. The Committee on 
Auditing Procedures has rec- 
ommended that the public ac- 
countant should assume no re- 
sponsibility as to amount of 
profit claimed. 


~~) 


Whether the audit be performed 
by an internal auditor or independ- 
ent auditor the first two points above 
apply. However, the internal audi- 
tor with his company background 
should be in a position to review 
the amount of profit claimed. This 
element of profit is one item which 
the contractor may have difficulty 
in justifying. 

The fact that a 7% profit factor 
was considered in estimating the 
original sales price of the unit can- 
celled will not constitute sufficient 
justification for including a similar 
amount in the settlement proposal. 
If actual experience under the con- 
tract indicates that the unit is being 
produced at a loss no profit can be 
allowed. 

Whatever profit is claimed, the 
contractor should have data avail- 
able to support such amount in or- 
der to avoid delay in settlement. 
The problem is one of estimating 
the profit which would have been 
earned had the contract been com- 
pleted, and proving it to the satisfac- 
tion of the Contracting Officer. 

Rate of profit realized on a can- 
celled war contract is often rendered 
uncertain due to so-called “starting 
load” costs. Normal cost may not 
be attained for a considerable period, 
therefore, it is essential that these 
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costs be carefully recorded, budgeted 
and controlled. 

Contractors must realize that the 
burden of proof rests with them for 
indirect assessment rates and profit 
factors applied. If the accounting 
system is adequate this will prove 
to be no particular problem, how- 
ever, if accounting has not kept pace 
with productive expansion much 
difficulty might be _ experienced. 
While it is admittedly late in the day 
to correct deficient accounting sys- 
tems from a termination viewpoint, 
the proverb “better late than ever” 
still holds. 

In most instances, it is to the con- 
tractor’s advantage to settle his 
claim on the negotiated rather than 
formula basis. It is essential, there- 
fore, that claims be processed with- 
out delay since the Standard War 
Department’s termination clause pre- 
scribes that unless. cancellation 
charges are negotiated within 90 
days or within any extended limit, 
which may have been granted by 
special request, the Contracting 
Officer at his discretion may refuse 
to negotiate with the contractor and 
proceed to effect settlement on the 
formula basis. 

Every effort should be made, 
therefore, to maintain a close follow- 
up on each cancellation and where 
negotiations are not completed with- 
in the 90 day period to apply for ex- 
tension of time to complete the case. 


Program for Audit Department’s 
Office Review of Cancella- 
tion Claims 


1. Review claim for sufficiency of 
documents. 
A. Inventory Certificate— 
Authority of person signing cer- 
tification ? 
Do papers indicate location of in- 
ventory ? 
B. Vendor's Certification— 
Proper form? 
Is purchase order reference given 
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and material location desig- 
nated ? 

Disposition recommended ? 

C. Statement of Tooling Cost— 
Actual expenditure shown in ad- 

dition to authorized budget? 

Statement signed ? 

D. Subcontractor’s Claim— 

Proper form ? 

Authority of person signing ¢er- 
tification ? 

Location of inventory indicated ? 

Disposition recommended ? 

E. Copies of Cancellation Notices— 
Was notice promptly given ? 
Does vendor’s or subcontractor’s 

claim suggest possibility that 
work charged for in claim may 
have been performed subse- 
quent to receipt of cancellation 
notice ? 

(Examples: where claim indi- 
cates completed units only. 
Where parts transferred just 
prior to cancellation date are 
reported fabricated ). 


2. Compare total amount of claim 
with maximum recovery as indicated 
by the applicable sales order (no. of 
units cancelled X unit selling price). 

3. Compare inventory to bill of 
material for unit cancelled to deter- 
mine: 

A. That materials in inventory 
are applicable to the particular 
unit. 

B. Reasonableness of inventory 
quantities after considering nor- 
mal allowance for spoilage. 

If any quantities are excessive, 
determine whether justifying ex- 
planation is contained in claim’s 
supporting papers. 

(Example: minimum mill run, 
economic purchase quantities, etc.) 
+. Check inventory and commit- 

ments to production schedule to de- 
termine if quantities indicate in- 
stances of exceeding schedule. 

A. Do quantities exceed C.M.P. 
limitations? 
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B. Does production schedule 
for unit indicate possibility of di- 
version of material to other orders 
for same unit? 


5. Are unused C.M.P. allotments 


returned by subcontractors? 


6. Review vendors’ claims. 


A. Do quantities on hand agree 
with delivery schedule indicated 
on purchase order? 

B. Examine purchase orders 
for reference to material supplied 
the vendor by contractor. Does 
the vendor include such material 
in his claim? 

C. Examine record of contrac- 
tor’s owned materials in the hands 
of vendors, to determine whether 
such materials are included as part 
of our inventory claim. 

D. Extraneous vendors’ charges 
should be approved by departments 
qualified to pass thereon in addi- 
tion to approval of the Purchasing 
Department. 


7. Verification of inventory cost- 


ing: 


1. Vendors’ inventories (review 
completely). 

A. Completed units at pur- 
chase order price. 

B. Partly complete—percent- 
age of purchase order price based 
on percentage of completion. 
Stage of completion reached 
should be approved by Purchas- 
ing and Production Planning 
Departments. 

2. Contractor’s inventory (test 
substantial portion indicating in 
report % tested). 

A. Raw materials and ven- 
dor’s purchased parts at actual 
purchase price.* 

B. Subcontract purchased parts 
at purchase price* plus subcon- 
tractor’s assessment rates. 

C. Manufactured Parts —ac- 
tual material* and labor plus 


* Including material burden factor. 
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burden rate applicable to the 

manufacturing period. 

D. Completed units at sales 
order price. 

3. Subcontractor’s inventories 
(test substantial portion, indicat- 
ing in report % tested). 

These will generally be priced 
at contract price. Consider date 
of cancellation to determine con- 
tract in effect at the time. 


&. Tooling—If statement of tool- 
ing costs indicates any tooling ap- 
plicable to the unit, investigate com- 
pletely. (Original budget amount, 
recovered in product billing, actual 
tooling expense incurred, and inclu- 
sion of tooling in cost estimate). On 
large cancellations where tooling 
statement indicates no charges ap- 
plicable, test accuracy of statement 
as above. 

9. Test various assessment rates 


applied on the claim to the Cost De- 
partment’s records. 


10. All extensions, footings and 
assessment rate applications should 
be verified. 


11. Scrutinize claim forms for the 
following: 

A. General completeness in- 
cluding approvals by various de- 
partments. 

B. Correctness of sales order 
data—date, number, quantities, 
sales price and cancellation effec- 
tive date. 





12. In reviewing subcontractors’ 
claims determine if any other claims 
have been previously received. These 
should be referred to for determina- 
tion of general background and con- 
sistency of his practices. 
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13. Review material disposals : 

Material held in connection with 
cancellation of customer’s procure- 
ment should be released only upon 
customer’s authorization with the 
following exception: 

Material may be diverted to 
another contract of the same 
customer before any proposal 
for cancellation settlement has 
been filed. 

A. Diversions: 

1. Examine customer’s diver- 
sion authorization. 

2. Examine authorization of 
other customer to whose order 
material was diverted. 

3. If diverted prior to initial 
submission of settlement proposal 
quantities should be applied in re- 
duction of gross inventories. Sub- 
sequently authorized diversions 
should be extended at full cost- 
ing formula rates and applied 
as offset to total amount claimed. 


B. Disposals: 
1. Examine customer’s dis- 
posal authorization. 


2. Examine authorization of 
sale by War Production Board 
in accordance with C.M.P. re- 
quirement. 


3. If sold as scrap, certifica- 
tion should have been received 
from purchaser that material 
will be scrapped and not other- 
wise used. 

4. Sale should be consum- 
mated on an “F.O.B. point of 
shipment basis” at price author- 
ized by Contracting Officer. 
Proceeds should be applied as 
offset to total amount claimed. 


461 








Sources Available for Dividends 


By Puivip TRESTYN 


NE of the most perplexing prob- 

lems facing the accounting and 
legal professions in advising corpo- 
rate clients is the determination of 
the amount available for distribu- 
tion to the stockholders. The com- 
plex structure of modern corpora- 
tions and the lack of uniformity of 
the various statutes of each of the 
states complicate the problem. 


The entire dividend law of the 
United States may be summed up 
in the words “dividends may not im- 
pair capital”. Earnings of a corpo- 
ration are generally the sole source 
available for distribution to stock- 
holders. Dividend statutes, how- 
ever, have created many exceptions 
to this rule and have extremely 
weakened it. Surplus, the accumu- 
lated profits of a.corporation, may 
be composed of various items which 
have not actually been earned. These 
items are generally known as capi- 
tal surplus. The availability of capi- 
tal surplus for the payment of divi- 
dends has been one of the major 
items of dispute and diversity among 
the states. Capital surplus and 
several other problems of equal com- 
plexity have arisen with the mod- 
ern corporation. The more recent 
statutes have dealt in detail with 
these problems. In the absence of 
statutory provision, the courts have 
decided the disputed points. Differ- 
ences of opinion and the failure to 
establish uniform rules have charac- 
terized the decisions of the courts 
and the provisions of the various 
statutes. 

The rule that the capital of a cor- 
poration may not be impaired by 


the payment of dividends is not ab- 
solute or rigid. It is subject to sey- 
eral exceptions and a variety of 
interpretations. 


Determination of legal capital 


When capital stock is sold by a 
corporation, the par value oi the 
shares is very often not received. 
Shares may be sold at a premium 
or at a discount and the par value 
will not represent the actual capital. 
Corporations are permitted to issue 
stock for property. The property 
received is not often equal in value 
to the par of the stock. Due to the 
above factors it is often quite diffi- 
cult to determine the exact sum held 
for the benefit of creditors. 

Several states have clearly defined 
the capital which was not to be im- 
paired in their statutes. The Uni- 
form Business Corporation Act de- 
fines capital as, “the portion of its 
assets acquired as consideration for 
shares alloted and that portion of its 
assets which has been treated as 
payment for shares allotted as stock 
dividends.”* This definition limits 
the capital to the actual considera- 
tion and not the par value of the 
capital stock. 

The Illinois Business Corporation 
Act defines the capital of a corpora- 
tion as the par value of the par value 
stock plus the agreed value of the 
non-par shares and amounts trans- 
ferred to capital through stock divi- 
dends of otherwise.” This definition 
is a distinct improvement over the 
vague terms employed in the previ- 
ous act which was in force prior to 
1933.2 Under the Illinois law, capi- 


Second Prize Paper in 1944 Prize Essay Contest. 

‘Uniform Business Act, section 1, subd. XII. 

* Illinois Business Corporation Act, section 2 (k). 

*“The capital of the corporation shall be considered as the aggregate amount paid 


in on its shares of capital stock issued and outstanding.” 


section 23. 
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Sources Available for Dividends 


tal is the par value and not the con- 
sideration received for the stock as 
in the uniform act. 


No-par Stock 

New York State, in 1912, permit- 
ted the use of stock without any par 
value. The other states quickly fol- 
lowed suit and stock without any 
par value is now commonly issued.* 
There are actually two types of no- 
par stock. Stated value non-par 
stock is stock upon which it is 
agreed in articles of incorporation 
that a minimum value must be paid 
in. True non-par value stock is stock 
without any value appearing upon 
the certificate, solely the number of 
shares. 

When no-par stock is issued, the 
problem arises as to what part of the 
consideration paid should be trans- 
ferred to capital and what part to 
paid-in surplus account. Modern 
corporation laws realize that it would 
be unwise to aliow an unrestricted 
allocation of the consideration to be 
capitalized. A middle ground has 
been adopted whereby a minimum 
amount must be placed in the capi- 
tal account and the remainder may 
be allocated to paid-in surplus. Few 
of the laws require that the entire 
amount received must be capitalized. 
In all the states it is forbidden to 
give no-par shares as a bonus. 

New York State requires that the 
entire consideration received for no- 
par shares be placed in the capital 
account. Florida and Indiana follow 
the New York rule. The Uniform 
Business Corporation Act permits 
the directors to decide what portion 
of the consideration received shall 


be capital. The books of the cor- 
poration must clearly show as sepa- 
rate items the no-par capital and 
paid-in surplus. 

Delaware, New Jersey, and Mary- 
land allow the directors unlimited 
discretion as to the determination of 
the no-par capital. New Jersey al- 
lows the directors forty days after 
the issuance of the shares to decide 
upon the capital value.* Delaware 
and other states following the uni- 
form act allow sixty days to the 
board of directors.* Under this pro- 
vision, the purchaser of the stock 
has no knowledge as to what portion 
of his contribution shall be capital. 
The Securities and Exchange Com- 
mission may modify this rule through 
its strict requirements for the listing 
of stock. 

Michigan requires that the amount 
of consideration for no-par shares 
transferred to capita] must be equal 
to at least fifty per cent of the total 
received.’ Illinois and California 
require that a minimum allocation 
to capital to be equal to at least the 
sum which the no-par shares will be 
entitled to upon dissolution. Hills, 
in his Model Corporation Act, sug- 
gests that at least two-thirds of the 
consideration received be placed in 
capital.* 

The tendency with respect to no- 
par value shares is to allow the di- 
rectors discretion as to the deter- 
mination of the no-par capital. The 
more recent statutes favor some re- 
striction as to the minimum amount 
to be transferred. 


Wasting assets doctrine 


A mine by the nature of its opera- 


* Delaware General Corporation Law, Laws of 1915, Sections 5, 14, 20. 


I!linois General Corporation Law, Laws of 1919, secs. 31-2. 


Massachusetts General 


Laws, Laws of 1921, Chapter 156, sections 6 (e), 14. 


° Revised Code of 1937, Section 14:8-19. 


° General Corporation Law of 1937, Article I, chapter 65, section 14. 


General Corporation Act, as amended to Jan. 1, 1939, section 19. 


* Hills, George S., “Model Corporation Act”, Harvard Law Review, Volume 48, 


June 1935, p. 1345. 
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tions reduces its capital assets. The 
value of the mine is reduced as each 
ton of ore is converted into inven- 
tory and sold. Under good account- 
ing practice, mining companies in- 
clude in their expenses a fixed 
charge per unit of ore extracted. 
This depletion charge is in the na- 
ture of a fund to compensate for the 
sale of the fixed assets of the com- 
pany. Upon the exhaustion of the 
mine this fund is employed for the 
purchase of other mining properties. 
However, if a company has no inten- 
tion of purchasing other properties 
it would be forced to hold this fund 
until the dissolution of the firm. 

Corporation law has developed the 
wasting assets doctrine with respect 
to mines. This doctrine would per- 
mit the payment of dividends from 
capital in a wasting assets corpora- 
tion. The underlying theory is that 
the stockholders and creditors real- 
ize that the receipts from sales of ore 
are in part profits and in part a re- 
turn on the investment. Corporation 
law allows the payment of dividends, 
in a wasting asset corporation, not 
only from profits but also from the 
reserve for the depletion of the 
mine. 

At the present time, the wasting 
assets doctrine is upheld in almost 
all cases. It is held to apply to 
mines, timber tracts, quarries and oil 
wells. In one case it has been held 
to apply to companies operating on 
a patent or leasehold.® An excep- 
tion to the rule is that a corporation 
may not sell its properties or even 
a portion of them and declare a divi- 
dend from the proceeds.’® Ballantine 
and Hills have suggested that a com- 


pany which owns several mining 
properties and continually invests 
in others should not be permitted 
to declare dividends from capital.™ 
They believe the wasting assets doc- 
trine should apply solely to com- 
panies exploiting a specific piece of 
property. This view is logical since 
the mining companies had claimed 
that unless they were allowed to de- 
clare dividends from capital, they 
would be forced to accumulate large 
sums of money which they had no 
means of putting to use if they did 
not wish to purchase new mining 
properties. 

The wasting assets doctrine has 
been attacked also upon the ground 
that it gives the stockholders the im- 
pression that a company has large 
profits when it is actually declaring 
dividends from capital. In an article 
from the Harvard Law Review, the 
author states, “This distinction rests 
on the theory that a mining busi- 
ness necessarily exhausts its capital 

profits so calculated consist 
partly of capital which stockholders 
may be misled into spending as 
earnings.”!” 

The courts of New York in 1898 
upheld the wasting asset doctrine 
in the case of People ex rel United 
Verde Copper Company v. Roberts, 
in the absence of any statutory pro- 
vision.** In 1926, in the case of Wit- 
tenberg v7. Federal Mining and Smelt- 
ing Company, the Delaware courts 
decided that unless the statutes 
specifically exempted mining com- 
panies from the necessity of provid- 
ing a reserve for depletion, no divi- 
dends could be paid from capital by 
a wasting asset company.’* Imme- 


*Excelsior Water Mining Co. v. Pierce, 90 Cal. 131 (1891). 


* Fletcher, W. M. (cp.cit.) sec. 5347. 


* Ballantine, H. W. and Hills, George S., “Corporate Capital and Restrictions on 
Dividends”, California Law Review, Vol. 23, March 1935, p. 253. 

* Anon, “Corporations-Dividends-Allowance for Depletion by Mining Corpora- 
tions”, Harvard Law Review, Vol. 40, February 1926, p. 318. 

® People ex rel. United Verde Copper Mining Co. v. Roberts, 156 N. Y. 585, 51 


N. E. 293, (1898). 


* Wittenberg v. Federal Mining and Smelting Co., 15 Del. Ch. 147 (1926). 
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Sources Available for Dividends 


diately after this decision, Delaware 
enacted a statute providing for the 
wasting asset doctrine.” The same 
case was again heard in 1927, after 
the enactment of the statute, and 
the corporation was permitted to de- 
clare dividends from capital.*® 

The Supreme Court of Delaware 
is the sole court to have held that 
there must be a statutory provision 
for the wasting asset doctrine to 
apply. New Jersey, which has no 
statute of this type, permitted divi- 
dends from capital in a recent case.’” 
Many states however have enacted 
statutes of this nature. 

The Uniform Business Corpora- 
tion Act provides that a corporation 
which owns wasting assets need not 
take depletion.** Arkansas, Delaware, 
California, Georgia, Idaho, Indiana, 
Louisiana, Minnesota, Mississippi, 
Ohio, Pennsylvania, Washington, 
and West Virginia have statutes to 
the same effect. 

Ohio, Indiana, and Louisiana re- 
quire in addition that unless the 
atticles of incorporation state that 
no deductions shall be made for de- 
pletion, no dividends shall be paid 
from the depletion reserve.® The 
California statute provides that the 
stockholders should be notified as 
to what percentage of their dividends 
are from profits and what percent 
from capital.2° A provision of this 
nature prevents the _ stockholder 
from spending the entire dividend 
under the mistaken impression that 
it is profit of the corporation. 

The wasting assets doctrine may 
not be applied, even though per- 
mitted by statute, in one instance. 


* General Corporation Law, Section 35. 


When a corporation has preferred 
stock which is entitled to a prefer- 
ence as to assets upon dissolution, 
the capital of the corporation must 
be kept intact. It would be unfair 
to pay dividends on the common 
stock so as to reduce the assets avail- 
able for the preferred stock upon 
dissolution. The courts have up- 
held this rule? The Uniform Busi- 
ness Corporation Act allows divi- 
dends from capital subject to the 
rights of shareholders of different 
classes.** 


Legal reduction of capital 


It is a simple matter under pres- 
ent statutes to legally reduce the 
capital. Ratification by the majority 
of shareholders is often enough 
authority. The stockholders are 
given the power to reduce the capi- 
tal which is maintained for the pro- 
tection of the creditors. The sum 
by which the capital is reduced is 
transferable to surplus and may be 
paid out to the stockholders as a 
dividend in many states. During the 
depression it was the common practice 
to wipe out deficits by transfering large 
sums from capital to surplus. 

Reduction in capital is most often 
accomplished by mere formal steps 
such as a vote by the board of direc- 
tors, action by the stockholders, and 
the mailing of notices to creditors. 
Several forms of protection for the 
creditors are in existence in the 
statutes of most of the states. 

In Wisconsin, the stockholder 
who votes for a reduction of capital 
is liable to the unpaid creditors to 
the full extent of dividends received 


* Federal Mining and Smelting Cp. v. Wittenberg, 15 Del. Ch. 409, 138 A. 347 (1927). 

* DeBrabant v. Commercial Trust Company of New Jersey, 113 N. J. Eq. 215 (1933). 

* Uniform Business Corporation Act, Section 24. 

* Ohio General Code, section 8623-38; Indiana General Corporation Act, section 12, 
Indiana Acts 1929; Louisiana Business Corporation Act, Laws of 1928, act 250, section 26. 

* Civil Code of California, section 346, as amended by laws 1933, chapter 533, section 49. 

* Wittenberg v. Federal Mining and Smelting Co. 15 Del. 147 (1926). 

* Uniform Business Corporation Act, Sec. 24, subd. VII. 
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trom the reduction of capital.?* The 
statutes of West Virginia provide 
that the unpaid creditors may re- 
cover from the stockholders any sur- 
plus received on the reduction of 
the capital.** The other states have 
no provision for the liability of the 
stockholders to the creditors. 

The states of Idaho, Louisiana, 
Maryland, Minnesota, Nevada, New 
York, South Carolina, and Washing- 
ton provide that after reduction, the 
assets of the corporation must ex- 
ceed the liabilities plus the reduced 
capital. This protection for the 
creditors is inadequate as any sol- 
vent corporation can always have 
assets in excess of liabilities. 

In the states of Arkansas. and 
Florida it is required that a mini- 
mum capital of $300.00 and $500.00 
respectively must be maintained. 

The capital stock as reduced must 
exceed the existing liabilities in 
Missouri, Montana, Tennessee, and 
Wyoming. A statute of this type 
affords some protection to the credi- 
tors as the capital fund can not be 
less than the debts. Utah is more 
conservative and provides that the 
reduced capital must be fifty per 
cent larger than the liabilities. The 
capital must exceed the liabilities 
plus the contemplated fixed invest- 
ments in North Dakota, Oklahoma, 
and South Dakota. 

Upon reduction of capital, the sole 
requirement in Colorado, Connecti- 
cut, Delaware, Illinois, Maine, Massa- 
chusetts, Nevada, New Hampshire, 
Ohio, and Rhode Island is that the 
corporation must be solvent. The 
criticism of this provision is that 
the current solvency does not-insure 
further solvency. California, in ad- 
dition to the solvency requirement, 
provides that the assets must exceed 
the liabilities by one-fourth. This 
type of statute would be more effec- 


* Mitchies’ Code of 1932, Section 3026. 


” Reiter, Prosper Jr., “Profits, Dividends, and the Law.” 


page 127. 


166 


* Wisconsin Code of 1931, Section 182.08. 


tive if it took into consideration the 
fact that fixed assets are worth little 
upon the dissolution of a business 
and would not satisfy the claims of 
the creditors. 

In Nebraska and Virginia credi- 
tors are protected by the undefined 
statement that the rights of the 
creditors must not be affected by a 
reduction of capital. This is too 
vague and indefinite. 

There is no requirement, aside 
from certain formalities for the re- 
duction of capital in the states of 
Alabama, Arizona, Kansas, Ken- 
tucky, Michigan, Mississippi, New 
Jersey, New Mexico, North Caro- 


lina, Oregon, Pennsylvania, and 
Vermont. 
Problems Under Net Profits 
Statutes 


The statutes of several states pro- 
vide that dividends may be paid 
from the.net earnings of a corpora- 
tion. What constitutes net earnings 
is a matter upon which competent 
authorities will differ widely. Fixed 
rules are not available as the deter- 
mination of profit is largely a matter 
of opinion as well as fact. The true 
value of a business can only be de- 
termined upon liquidation of the en- 
terprise. The courts often do not 
follow the best accounting practice 
and sometimes hold to antiquated 
rules. It was not until 1897 that the 
courts recognized the necessity of 
providing for depreciation of fixed 
assets.*° 

Many corporations have main- 
tained a record of regular payments 
of dividends for a number of years. 
When the depression began in 1929, 
it was thought to be temporary and 
those companies desired to pay divi- 
dend&$ in spite of decreased profits. 
Railroads accomplished this by re- 
ducing the maintenance of their assets 


(Ronald Press, N. Y., 1926) 
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From 1929 to 1933 maintenance in 
class I Railroads was curtailed 
drastically. In 1930 more dividends 
were paid by the railroads than at 
any time since 1920. It is obvious 
that some of the dividends were 
derived from the decline in mainte- 
nance expense.*® Public utility com- 
panies were found to be failing to 
make adequate repairs and reducing 
depreciation rates. 

Holding company profits 

The modern trend of corporate 
organization is for the employment 
of complicated holding company 
structures. A problem that has 
arisen and not yet litigated is the 
possibility of the routing of earn- 
ings from one subsidiary to another. 
A holding company, controlling two 
subsidiaries, may have one of the 
subsidiaries sell to the other at a 
price which results in a large profit 
for the seller and a loss for the pur- 
chasing company. The subsidiary 
could then declare’ dividends from 
the artificial profits. 

Several abuses of the holding 
company’s power over its subsidi- 
aries have been uncovered. In 1930 
the Gillette Safety Razor Company 
transferred inventory to subsidiaries 
yielding a large paper profit. The 
subsidiaries of course suffered a 
loss.** 

The United States Leather Com- 
pany created a subsidiary and sold its 
capital assets at a large profit. It 
intended to distribute the profits and 
Wipe out the arrears on the preferred 
stock. Reorganization of the com- 
pany prevented a legal test of the 
practice.** 

Dividends from earnings 
in spite of deficit 

Statutory provisions of several 





p. 610. 


states permit the payment of divi- 
dends despite the fact that the capi- 
tal has been impaired. by operating 
losses of the previous years. The 
underlying theory is that it would 
be an undue hardship to have the 
corporation make up a deficit out 
of earnings while the shareholders 
receive no share of the current 
profits. 

The states of California, Dela- 
ware, Georgia, and Minnesota have 
adopted statutes permitting divi- 
dends from current earnings in spite 
of a deficit. Delaware permits the 
payment of dividends from “its net 
profits for the fiscal year then cuz- 
rent and/or the preceding fiscal 
year.” This means that not only 
the current earnings but the earn- 
ings of the next previous period are 
available for distribution. 

The sole protection afforded the 
stockholders from the dilution of 
capital is the provision that the capi- 
tal may not be diminished. below the 
amount representing stock having a 
preference upon the assets upon dis- 
solution. Section 34 of the Delaware 
General Corporation Act states: 

“Tf the capital... shall have been 
diminished . . . to an amount less 
than the aggregate amount of the 
capital represented by the issued 
and outstanding stock of all classes 
having a preference upon the dis- 
tribution of assets, the directors 
of such corporation shall not de- 
clare and pay out of such net 
profits any dividends upon any 
shares of any classes of its capital 
stock until the deficiency in the 
amount of capital represented by 
the issued and outstanding stock 
of all classes having a preference 
upon the distribution of assets 
should be repaired.” 


* Dewing, A. S., “The Financial Policy of Corporations” (Ronald Press, N. Y., 1934) 


* Berle. Adolf A. Jr., and Means, Gardiner C., “The Modern Corporation and Private 


Property” (Macmillan Co., New York, 1934) p. 204. 


“ Dewing, A. S. (op. cit.) p. 603. 
“ General Corporation Law, section 34. 
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The statutes of California Georgia, 
and Minnesota have protection for 
the preferred stockholders to the 
same effect as the Delaware stat- 
ute. It does seem fair to allow the 
common stock dividends while the 
capital is impaired since they take 
the risk that dividends may not be 
paid to them even when they are 
earned. 


Problems Under Surplus 
Statutes 


Prior to modern corporation laws 
it was sufficient to state that no divi- 
dends could be paid unless the assets 
exceeded the liabilities and capital. 
The excess was surplus. Statutes 
were then drafted which stated divi- 
dends were to be paid solely from 
surplus. However, with the growth 
of no-par issues, new types of sur- 
plus arose. These types of surplus 
were neither surplus nor capital but 
were grouped under the heading of 
capital surplus. Earned surplus is 
defined as “the balance of net profits, 
income and gains of a corporation 
from the date of incorporation, after 
deducting losses, and after deduct- 
ing distributions to stockholders and 
transfers to capital stock account 
made out of such surplus.*°” All sur- 
plus items aside from earned surplus 
is available for dividends except for 
express provisions to the contrary. 

Recent corporation statutes have 
full provisions dealing with capital 
surplus. New York has no provi- 
sions dealing with capital surplus 
and thus all surplus items are avail- 
able for dividends. Delaware is an 
example of extreme freedom in that 
it permits dividends whenever the 
net assets exceed the capital of a 
corporation. Indiana, Maine, Ne- 
vada, and Ohio permit dividends 
from any type of surplus. The ma- 
jority of the states provide that divi- 





dends shall be paid solely from sur- 
plus profits. This type of provision 
does not permit distribution of capi- 
tal surplus. Several states have 
statutes specifying that dividends 
should be paid solely from earned 
surplus, among them being Arizona, 
Arkansas, California, Kansas, Michi- 
gan, Minnesota, South Carolina, 
Tennessee, and Virginia. 

Capital surplus is subdivided into 
various items all derived from differ- 
ent sources. These items have in 
common the fact that they were de- 
rived otherwise than through a 
transfer of profits to surplus. Capi- 
tal surplus is not earned in the regu- 
lar course of business. 

The trend in corporation laws is 
toward approval of distributions of 
capital surplus. In 1909 the New 
York Penal Law permitted divi- 
dends only from the “surplus net 
earnings arising from the operation 
of the business.’** This provision 
excluded capital surplus as a source 
for dividends. In 1924 this section 
was amended outlawing dividends 
“except from surplus”.** Obviously 
the purpose of the amendment was 
to allow distributions from capital 
surplus. 


Premiums on capital stock 


A premium on capital stock is a 
payment by a purchaser of stock of 
a sum in excess of the par value of 
the stock and in excess of the amount 
transferred by the corporation to the 
capital stock account. This excess 
is part of the capital surplus and ‘ts 
called paid-in surplus. A premium 
on capital stock may arise in the 
following fashions: Upon the or- 
ganization of a corporation a pur- 
chaser may be required to pay a 
sum in excess of the par value of 
his shares, after successful opera- 
tions a corporation may have built 


” Heckert, J. B. “Comments on Definitions of Earned Surplus”, American Accountant, 


June 1930, p. 173. 
* Penal Law, section 664, subd. 1. 
* Laws of 1924, chapter 221. 
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up a large earned surplus and a new 
purchaser of stock will be required 
to pay a sum equal to the par value 
plus the earned surplus, when no- 
par shares are issued a part of the 
contribution may be segregated as 
surplus by the board of directors. 

A premium on capital stock re- 
ceived upon the original issue of 
shares is treated in different fashion 
in every state. In a California case, 
Merchants’ and Insurers’ Reporting 
Co. v. Schroeder, only a paid-in sur- 
plus existed and no profits had as 
yet been earned. The court forbade 
dividends from the premium and 
stated that it was part of the capital 
stock.** California has adopted this 
rule by statute.** 

New York employs the rule that 
all premiums on capital stock, re- 
gardless of the time received, are 
available for distribution. Prior to 
the 1924 amendment, liberalizing the 
New York dividend statutes, it was 
held that although a premium on 
capital stock was not surplus it 
could be subject to division among 
the stockholders.** Other cases have 
failed to distinguish between the 
types of premiums on stock and 
have held them all available for 
dividends.*® 

When a premium is paid on the 
stock of a going concern it is con- 
sidered as an equalizing fund to 
place the incoming shareholder on 
a par with the old ones who have an 
accumulated surplus to their credit. 
The courts agree that it is fully 
available for dividends and have so 
held in Equitable Life Assurance 
Society v. Union Pacific Railroad Co.** 


* Merchants’ and Insurers’ Reporting Co. 


(1918). 
* Section 309, California Statutes. 


Paid-in Surplus 

Paid-in surplus, or capital surplus, 
has been recognized by modern cor- 
poration laws as an item differing 
from earned surplus and capital. 
The recent corporation laws provide 
for a segregation of the surplus into 
earned and paid-in classifications. 
There is also an increasing number 
of provisions for the notification of 
the stockholders as to the particu- 
lar source of each dividend, whether 
derived from current earnings, earned 
surplus, or paid-in surplus. 

Such items as premium on stock, 
surplus on stock donations, surplus 
on reduction of capital, and all other 
unearned items fall within the classi- 
fication of paid-in surplus. 

Under recent statutes capital sur- 
plus assumes the characteristic of a 
margin or reserve for the protection 
of the creditors. It is not formally 
capital and yet is not as fully avail- 
able for dividends as earned surplus. 

The Illinois Business Corporation 
Act provides that dividends from 
paid-in surplus are limited to the 
preferred shareholder.** In addition 
notice must. be given to the stock- 
holder as to the source of his divi- 
dend. The General Corporation Laws 
of Michigan permit stock dividends 
from capital surplus.*® This is based 
on the theory that a stock dividend 
is simply a transfer of surplus to 
capital. If unearned surplus is actu- 
ally capital there is no harm in so 
transferring it by means of a dividend. 

Restriction of paid-in surplus to 
preferred shares and stock dividends 
are the sole restrictions in the ma- 
jority of states. 


v. Schroeder, 39 Cal. App. 226, 178 Pac. 540 


* People ex rel Queens County Water Company v. Travis, 157 N. Y. Supp. 943, aff'd 


219 N. Y. 571 (1916). 


* Smith v. Cotting, 231 Mass. 42, 120 N. E. 177 (1918). 
* Equitable Life Assurance Society v. Union Pacific Railroad, 212 N. Y. 360, 106 N. E. 


92 (1914). 


* Tllinois Business Corporation Act, Laws 1933, Section 41 b. 
* General Corporation Laws, Laws of 1931, section 20. 
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Revaluation surplus 

The value of the assets of a cor- 
poration frequently fluctuates for 
various reasons. Securities owned 
may vary in value each day. Upon 
the appraisal of a fixed asset it may 
be found to be worth a great deal 
more than the depreciated value on 
the books. A corporation may re- 
cord this rise in value by crediting 
the excess to surplus. Corporation 
laws however do not consider such 
appreciation surplus to be available 
for dividends as earned surplus. 

Appreciation that is actually re- 
alized is available for dividends in all 
states without exception. In Peo- 
ple v. Sohmer, the company had 
purchased a lease for $200,000 and 
later sold it for $1,050,000. The 
court upheld the dividend from this 
source and said the appreciation was 
surplus profits.*° The general rule 
was stated in one case as follows :* 


“An appreciation in value of assets 
may be taken into account in de- 
termining whether or not a profit 
has been made, and may be dis- 
tributed as dividends in the same 
manner as profits arising from 
earnings, where such appreciation 
has been actually realized.” 


In the absence of statute, unre- 
alized appreciation is not available 
for dividends. In the case of Jen- 
nery v. Olmstead the court held that 
the difference between the purchase 
price and market value of bonds is 
not a profit until the bonds are 
sold.** Many other cases have ap- 
plied the same rule. In Southern 
California Home Builders v. Young, 
the court held that the estimated 





profits on uncompleted contracts 
were not profits and could easily 
become losses if the estimates were 
inexact.** The general rule was 
stated in Kingston v. Home Life 
Insurance Co. in the following words :"4 
“If it is an investment of the com- 
pany, its increased value when 
realized by a sale may perhaps be 
treated as a profit but until re- 
alized it is surely unwise, inaccu- 
rate and wrong to so regard it and 
pay out money based on such an 
estimate, for it is only a guess, 
and if a correct one may become 
incorrect later when the condi- 
tions which produced the esti- 
mated increase of value change.” 


In the case of Moore v. Murchison 
the corporation purchased assets for 
$7,800 and set them up on their 
books at $15,000. Upon the bank- 
ruptcy of the company, the directors 
were sued and held liable for the 
amount of the dividends they had 
declared from the revaluation.*® 

There have been several excep- 
tions to the rule forbidding dividends 
from unrealized profit. In State v. 
Bray, the court approved dividends 
when it was shown that the replace- 
ment value exceeded the appreciated 
value of the assets.*® An appraisal 
company revalued the property of a 
corporation in the case of Splitt- 
berger Brothers v. Skinner Packing 
Co., and the court held that directors 
who had valued property honestly 
were not responsible if the same 
property later became worthless due 
to no fault of their own.*” Common 
law approves of the issuance of stock 
dividends for realized appreciation. 


* People v. Sohmer, 143 N. Y. Supp. 313 (1913). 
“ Equitable Life Assurance Society v. Union Pacific Railroad Co., 212 N. Y. 360 (1914). 


* Jennery v. Olmstead, 36 Hun 536 (1885). 


“Southern California Home Builders v. Young, 45 Cal. App. 697 (1920). 
* Kingston v. Home Life Insurance Co. 11 Del. Ch. 258 (1917). 


“ Moore v. Murchison, 226 Fed. 679 (1915). 
* State v. Bray, 20 S. W. (2d) 56 (1929). 


“ Splittberger Brothers v. Skinner Packing Company, 228 N. W. 531 (1930). 
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Sources Available for Dividends 


No one is injured by such dividends 
as the property could be sold to an- 
other corporation for the appreci- 
ated value. In the case of unrealized 
appreciation, a stock dividend would 
merely reduce the value of each share 
and proportionately increase the 
number of shares. In Berwind White 
Mining Company v. Evart, a stock 
dividend was permitted from unreal- 
ized appreciation.** 

A stock dividend may be fraudu- 
lent through the impression given 
by a dividend that the corporation 
is earning profits. In one case a cor- 
poration wrote up the value of a 
leasehold to six times its book value 
and declared a 150 per cent stock 
dividend. ** The court enjoined the 
dividend. 


In recent years statutory provi- 
sions have appeared regulating the 
payment of dividends from unreal- 
ized appreciation. The two extremes 
of the statutes are represented by 
Wisconsin and Ohio. Wisconsin 
specifically permits cash dividends 
from unrealized appreciation.” Ohio 
forbids all types of dividends from 
revaluation surplus as does Cali- 
fornia.®* 

The Uniform Business Corpora- 
tion Act permits stock dividends from 
unrealized appreciation. Alabama, 
Arkansas, Florida, Idaho, Illinois, 
Louisiana, Maine, Maryland, Nevada, 
Ohio, Pennsylvania, Tennessee, Wash- 
ington, and West Virginia permit 
stock dividends by statute, directly 
or indirectly. New York allows stock 
dividends, although not by statute. 


“ Berwind White Mining Co. v. Evart, 33 N. Y. Supp. 716 (1895). 


“ Pontiac Packing Co. v. Hancock, 257 Mich. 45 (1931). 
°° Wisconsin Statutes, Laws 1931, section 182.19. 
* Ohio General Corporation Act, Laws 1927, Section 38 California Civil Code, Laws 


1933, c. 533, section 49. 
1944 
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Contract Termination—Presentation of 


Statement of Costs 
Total Costs vs. Inventory Method 


By Joserpu J. Wacner, C.P.A. 


HE Contractor’s proposal for 

settlement of a terminated war 
contract is largely based on the con- 
tractor’s own charges as presented 
in his statement of costs. One of 
the first questions which a contrac- 
tor must answer before he submits 
his costs pertaining to the uncom- 
pleted portion of a terminated con- 
tract is “What method shall I use, 
the total cost or the inventory meth- 
od?” Only by understanding the 
basis and relative advantages of each 
method can the contractor and his 
accountant determine which method 
is best suited to the particular con- 
tract which has been terminated at 
the option of the Government. Theo- 
retically, no matter how the con- 
tractor presents his cost, there should 
be no difference in the final result 
regardless of whether the total cost 
method or the inventory method is 
the basis for the statement of costs. 
The method to be used depends up- 
on the particular circumstances re- 
lating to the terminated contract 
and it may be more advantageous 
for a contractor to use one method 
rather than the other. 

The contracting officer is required 
to send to the contractor instruc- 
tions in regard to termination of a 
lump-sum supply contract. The form 
for these instructions is set forth in 
paragraph 6 of section VII of War 
Department Procurement Regula- 
tion 15, and accompanies each Notice 
of Termination. Paragraph 3 of the 
instructions explains that “the state- 
ment of costs may be prepared either 
on the inventory basis shown in 
Exhibit 1, Schedule F, or on the 


‘total cost’ basis shown in Exhibit 
1, Schedule G. If prepared on the 
‘total cost’ basis, the statement will 
nevertheless be supported by ade- 
quate inventory and other schedules. 
The inventory method is preferred 
where the necessary cost informa- 
tion is reasonably available.” Thus, 
the contractor is given the preroga- 
tive of choosing either the total cost 
basis or the inventory basis to pre- 
sent his own termination charges. 
The technical services of the War 
Department may, however, require 
a contractor to prepare his state- 
ment of charges on the inyentory 
basis. This provision is generally 
reserved for those instances where 
a contractor has adequate cost ac- 
counting data. 

Under the inventory method, the 
statement of cost includes the dollar 
totals of the various classes of inven- 
tory, administrative expense, and 
other costs; to this is added the con- 
tractor’s profit, if any. The total 
cost method provides that all of the 
contractor’s own charges incurred 
on the terminated contract to date 
of termination—both as to the com- 
pleted portion and the uncompleted 
portion of a contract, be included in 
the statement of costs. Profit allow- 
ance, if any, applicable to these costs 
is added, and then a deduction is 
made for the selling price of com- 
pleted units. If there is any indi- 
cated loss on the contract, the sell- 
ing price for completed units is ad- 
justed by increasing it to the cost, 
thus, the remainder will represent 
the amount applicable to the uncom- 
pleted portion of the contract. 


Third Prize Paper in 1944 Prize Essay Contest. 
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Contract Termination—Presentation of Statement of Costs 


In general, the inventory method 
should be used when the inventory 
consists largely of raw material and 
purchased parts on which little or 
no work has been performed, and 
when there is reliable unit cost in- 
formation available to establish the 
cost of work in process. The total 
cost method should be used in the 
absence of unit cost data, and when 
the contract is terminated in the early 
stages of performance. The contrac- 
tor is often forced to adopt the total 
cost method when it is difficult to 
segregate costs between the com- 
pleted and uncompleted portions of 
the contract. 

When a Government contract has 
been terminated at the option of the 
Government under the termination 
clause, a contractor will find him- 
self in one of the following three 
situations : 


1. He may have inadequate ac- 
counting records. 

2. His accounting records will 
cover the overall business. 


3. The accounting records will 
show costs applicable to particu- 
lar contracts or jobs. 


When there are no records or ac- 
counting is made on an overall basis, 
the contractor should first take a 
physical inventory and then price 
the material on the first-in, first-out 
basis by checking to the most recent 
invoices. Expenses applicable to the 
uncompleted portion of the contract 
may be determined by calculating 
various rates based on the overall 
totals of applicable expenses to over 
all production costs. To estimate 
the cost ‘of direct labor on work in 
process, the contractor should break 
down the various labor operations 
necessary to complete the article, 
make time studies of the operations 
and apply labor rates to the extent 
of the stage of completion of the 
work in process inventory. 

Unless the contractor has a cost 
system which will furnish complete 
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and accurate costs applicable to the 
uncompleted portion of a terminated 
contract, it is generally advisable to 
prepare the statement of costs on the 
total cost basis. There are rela- 
tively few contractors who main- 
tain their accounting records in such 
a manner as to record costs on an 
individual contract basis. Increased 
war time production and lack of ac- 
counting personnel have forced most 
Government contractors to keep their 
costs on overall business. The total 
cost method however, is inconve- 
nient, especially when the contract 
has been largely completed and it 
is necessary to accumulate consider- 
able accounting data covering a long 
period of time. There is always the 
danger of omitting an important item 
of direct or indirect cost and it may 
be difficult to apportion certain in- 
direct charges between other con- 
tracts and the terminated contract. 

Every contractor before preparing 
his statement of costs should give 
considerable thought to the method 
to be used, as it may mean a saving 
of valuable time on the part of ac- 
counting personnel. The use of one 
of the two methods may actually re- 
sult in a more equitable basis for 
settlement. The price and quantity 
of inventory, starting load costs, loss 
on facilities, allocation of expenses 
between completed and uncompleted 
portions of a contract, and profit are 
very important elements in contract 
termination claims. There are rela- 
tive merits to the use of the inven- 
tory or total cost method relating to 
the above elements. 


Inventory 


In most cases contractors’ termina- 
tion charges consist largely of in- 
ventory. Under the inventory method 
raw materials, purchased parts, work 
in process and production equipment 
are listed on inventory schedules and 
the summary totals are included in 
the statement of costs. Therefore, 
it is important to include all the in- 


473 








The New York Certified Public Accountant 


ventory applicable to the uncom- 
pleted portion of the terminated con- 
tract. Unless the contractor has a 
reliable perpetual inventory for the 
terminated contract, it will be neces- 
sary to take a complete physical in- 
ventory in order to include all the 
items for which a claim is to be pre- 
sented. The contractor is also re- 
quired to submit inventory schedules 
when the total cost basis is used; 
however, if an item is inadvertently 
missed during the taking of the 
physical inventory, it will not affect 
the statement of costs as the total 
cost of materials is not based upon 
a physical inventory but upon avail- 
able accounting records of items 
purchased and drawn from stock for 
the terminated contract. 

t is necessary to price the inven- 
tory accurately under the inventory 
method as the extensions of the 
physical quantities by the unit price 
represents the cost of the inventory 
entered on the contractor’s state- 
ment. One of the main reasons for 
using the total cost method is the 
lack of unit cost data to price the 
inventory, thus, in many instances, 
prices for various inventory items 
may be estimated. 


Starting Load Costs 


In most contracts there are initial 
costs which are a result of unfamili- 
arity with the production of the 
items. Such non-recurring costs as 
preliminary training of labor and 
large rejects of material are allow- 
able termination costs. The equi- 
table allocation theory of costs, i.e. 
each unit should bear an equal por- 
tion of costs which benefit the entire 
contract, is a recognized accounting 
practice, and therefore starting load 
costs may be allocated in part to the 
uncompleted portion of the contract. 

Many contractors who prepare 
their statement of costs on the in- 
ventory basis forget to include a 
proper proportion of starting load 
costs in their termination costs. 
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I:ven if it is realized that there are 
starting load costs, it is extremely 
difficult to determine the amount 
applicable to the uncompleted por- 
tion of the contract. A production 
schedule showing the actual unit 
costs of completed items in chrono- 
logical order may be presented. [f 
sufficient units have been completed 
to show the normal production cost, 
then such normal cost may be used 
as the basis for establishing the 
amount of starting load costs. The 
contracting officer may still ques- 
tion this calculation on the grounds 
that excessive initial costs due to 
gross inefficiency are rightfully costs 
of completed units and cannot be 
considered as termination costs. 

Under the total cost method there 
is no need to determine the amount 
of starting load costs and then ap- 
portion this to the uncompleted por- 
tion of the contract. All 
incurred to date of termination are 
included: on the total cost basis and 
the proper amount of starting load 
costs, if any, is included in the re- 
mainder, after profit has been added 
and selling price of completed units 
deducted. 


costs 


Loss on Facilities 


Any special facilities acquired 
solely for the completion of the con- 
tract and which are not reaonably 
capable of use in the other business 
of the contractor may be included 
as a termination charge. The 
amount is subject to the limitation 
on such costs as set forth in Para- 
graph 1 (i) of the Statement of 
Principles for Determination of Costs. 
Under the total cost method the en- 
tire cost of such facilities are included 
in the statement and there is no 
necessity to apportion the loss of 
useful value between the completed 
and uncompleted portion of the con- 
tract. Under the inventory method 
the amount for loss on facilities, to 
be included as other costs in the 
contractor’s statement, must be de- 
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Contract Termination—Presentation of Statement of Costs 


termined on the ratio of the deliveries 
not made under the contract to the 


total of the deliveries which have 
been made and would have been 
made had the contract and other 


contracts been completed. 


Allocation of Expenses Between 
Completed and Uncompleted 
Portions of a Contract 


When all costs incurred on a con- 
tract are presented in the statement 
i costs, it is necessary to allocate 
lirect charges and to apportion indi- 
rect expenses to the particular ter- 
inated contract. For example, an 
analysis of the factory labor account 
ay show that certain laborers 





worked directly on the terminated 
contract and therefore their wages 
are direct costs. Other employees 
may have worked directly on other 
contracts and their wages are not 
to be included in the termination 
costs. Then, there may be other 
workers who spent part of their 
time on the terminated contract and 
the remainder of their time on other 
work, their wages must be appor- 
tioned on some sound equitable basis 
to the terminated contract. The last 
type of labor charge is that which 
is incurred on operations which can- 

t be directly attributable to any 
particular job or contract, but which 
does benefit the overall operations. 
Here again, the cost must be appor- 
tioned in accordance with acceptable 
accounting practice. 

The apportionment of expenses to 
a terminated contract when the total 
cost methced is used may therefore 
involve a complete analysis of all 
accounts tc ascertain what amount 
is applicable to the terminated con- 
tract. This is a difficult task if 
there is no reliable cost system kept 

a contract basis. The contractor 
vy have to rely in numerous in- 
inces on rough estimated bases 
oi apportionment which may make 
it necessary for the contracting offi- 
cer to spend considerable time in 





1044 ° 


auditing the contractor’s records in 
order to arrive at a fair basis for 
negotiation. 

The inventory represents the ma- 
jor part of the termination costs 
under the inventory method and 
usually there are few expenses which 
pertain to the uncompleted portion 
of the terminated contract. These 
expenses can readily be apportioned 
on the basis of overall relationships, 
for example if handling and ware- 
housing charge is $1.00 per thou- 
sand board feet on all lumber, then 
this rate may be applied to the in- 
ventory of lumber included in a ter- 
mination claim. 

Contractors often fail to consider 
such charges as handling and ware- 
housing which are applicable to the 
inventory. Under the total cost 
method the total charge is included 
and thus, the contractor gets the 
benefit of having the proper amount 
of this type of expense included in 
his termination claim. Under the 
inventory method, many contractors 
do not feel that the determination 
of such expenses attributable to the 
purchase, handling, and storage of 
the inventory warrants the effort 
necessary to arrive at a fair amount. 


Profit 


The item of profit in a termination 
claim based either on the inventory 
or total cost ‘method, is probably 
one of the most important elements 
to be considered by both the con- 
tractor and the contracting officer. 
The calculation of profit which is 
based on the indicated rate neces- 
sarily involves an estimate of the 
total cost to complete the contract. 
If the contract is terminated near 
the start, the longer the period 
of time it would have taken to com- 
plete production, the greater the un- 
certainty of future costs. 

The first question to be answered 
is “What is the basis for calculat- 
ing profit?” The new uniform ter- 
mination article states in paragraph 
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(c), (the negotiation paragraph) that 
the amount for termination of work 
“may include a reasonable allow- 
ance for profit’. Paragraph (d) 
(the formula paragraph) of the ar- 
ticle provides for the insertion, at 
the time of awarding the contract, 
of an agreed percentage up to two 
(2) percent on the cost of articles 
or materials not processed by the 
contractor; and an agreed percent- 
age (no limitation) on the remainder 
of termination costs. There is an 
overall limitation of six (6) percent. 
The percentages which are inserted 
in the article are agreed upon by 
the contractor and the contracting 
officer. In general, two (2) percent 
and eight (8) percent are used ; how- 
ever, the contracting officer is ordi- 
narily guided by the percentage of 
profit shown in the contractor’s bid 
cost estimate, by actual profit earned 
on preceding contracts, and by profit 
allowed in renegotiation. If it ap- 
pears that four (4) percent is a fair 
profit on the contract, it would be 
to the benefit of the contractor if 
eight (8) percent was included in 
the article for termination costs other 
than unprocessed materials. Even 
though the formula method and the 
related percentages do not bind the 
contracting officer in arriving at a 
negotiated settlement, there is no 
doubt that he will be influenced by 
the percentages originally agreed 
upon. As a matter of fact, the con- 
tractor may insist upon a formula 
settlement if the indicated rate of 
profit is lower than the stated per- 
centages and the contracting officer 
insists upon negotiating a rate be- 
low the fixed formula percentages. 

The effect which the fixed per- 
centage inserted in the termination 
article has upon settling contract 
terminations by negotiations is in- 
creasing in importance as contracts 
which include the new uniform ter- 
mination article are terminated, The 
old termination article which is in- 
cluded in many uncompleted con- 
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tracts did not contain fixed percent- 
ages, but provided in the event of 
failure to negotiate for a formula to 
calculate the amount of profit on the 
uncompleted portion of the contract. 
This formula required an estimate 
of the profit which would have been 
realized on the uncompleted portion 
of the contract multiplied by an 
estimate of the percentage of com- 
pletion of the uncompleted portion 
of the contract. 

It is the responsibility of the con- 
tractor to calculate the amount of 
profit on a terminated contract and 
to attach an explanation of the basis 
of arriving at such amount. The 
Government auditor in his account- 
ing report to the contracting officer 
includes comments, in reasonable 
detail, upon the bases for the de- 
termination of the rate or rates of 
profit used in the computations. He 
also points out any special factors 
relating to the allowance of profit 
such as the extent to which techni- 
cal study and supervision and other 
services involving special skill and 
knowledge have been performed by 
the contractor in the engineering 
work, production scheduling and 
planning. 

The indicated rate of profit which 
is used to calculate the amount of 
allowable profit is predicated on the 
theory that a contract should be 
considered in its entirety and that 
all units of production earn an equal 
amount of profit. The indicated rate 
is based on the actual costs incurred 
to date of termination plus the ex- 
pected costs to complete the con- 
tract. As can readily be seen, the 
rate of profit is largely subject to 
negotiation upon the part of the 
contracting officer and the contrac- 
tor. In too many instances dtie to 
the lack of sufficient and adequate 
accounting data the profit rate has 
been agreed upon by a bargaining 
method based on rough estimates, 
rather than arriving at a fair rate 
based on actual costs incurred and 
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Contract Termination—Presentation of Statement of Costs 


reasonable expected costs necessary 
to complete the terminated contract. 

In the determination of profit in 
connection with negotiated settle- 
ments the contracting officer is re- 
quired by Procurement Regulation 
15 to agree only to such allowance 
of profit as is fair in the hght of 
work actually done by the contrac- 
tor and materials actually obtained 
or furnished. A single rate of profit 
or different rates to be applied to 
the several classifications of the con- 
tractor’s costs may be used. If 
different rates are used, the weighted 
average oi: these rates should not 
exceed the indicated rate. 

Under the inventory method, profit 
which is added to the costs is based 
on a negotiated rate or rates taking 
into consideration the extent and 
type of work done, and the indi- 
cated rate of profit. 


On the total cost basis profit is 
calculated on all costs incurred’ to 
date of termination. It is difficult 
to arrive at different rates of profit 
to apply to various classifications of 
cost, therefore, a single overall rate 
is usually negotiated. Some con- 
tracting officers instead of adding 
profit to the cost, reduce the sell- 
ing price of completed units to cost 
and deduct this amount from the 
total cost to arrive at the cost ap- 
plicable to the uncompleted portion 
of the contract. Then a profit which 
may be calculated on one rate or 
various rates is applied to the ter- 
mination costs. 

The application of the rate of 
profit is very important under the 
total cost method. Let us assume 
that in the following examples that 
five (5) percent is the fair indi- 
cated rate: 


Total Cost Inventory Total Cost Inventory Total Cost Inventory 


Method* Method? 





Method* Method? Method* Method+ 
$10,000 $200 $10,000 $200 
5% «5% 6% 6% 
$10,500 $210 $10,600 $212 
10,290 = 10,290 — 


| 
| 





RGOSta- fz a's ote waned $10,000 $200 
PROM PUNE Keun os 4% 4% 
Cost plus profit $10,400 $208 
Selling Price of 

Completed Units 10,290 = — 
Termination Claim $ 110 $208 


$210 S210 -§_ H10_§ 


N 
llth 





* Total to Date of Termination. 


It can be readily seen from the 
above three cases that the rate of 
profit which is used has a great 
effect on the amount of the ter- 
mination claim for the contractor’s 
own charges. If the total cost meth- 
od is used, it is very important to 
negotiate a fair rate of profit. 


Conclusion 


Before arriving at a decision as 
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+ Uncompleted Portion of Contract. 


to whether the inventory or total 
cost method is to be used as the 
basis for preparing the statement 
of costs, the contractor and espe- 
cially his accountant should give 
due consideration to all the factors 
involved in the particular termina- 
tion. 


The following is a guide to assist 
the contractor in making his deci- 
sion as to this important matter: 
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? 


Use Use 
Inventory Total Cost 
Method Method 
1. Costs applicable to uncompleted portion of con- 
tract represent mostly raw materials and pur- 
chased parts unprocessed by the contractor, xX 
2. Substantial amount of work in processs and 
accurate detailed unit cost data available to price 
such inventory. xX 
3. Contract terminated in the— xX 
early stages of performance. 
later stages of performance. X 
+. Absence of unit cost data. X 
5. Difficult to segregate costs between the com- 
pleted and uncompleted portions of the contract. x 
6. Unabsorbed starting load costs and other costs 
which benefit the entire contract. Xx 





The inventory method is usually 
the easier method to use and does 
not require as much cost data to 
prepare the statement of cost as 
does the total cost method. The 
mere fact that the word inventory 
is used to denote the type of meth- 
od does not limit the inclusion of 
termination costs to inventory only. 
Such costs as initial cost, loss of 
facilities and experimental and re- 
search expenses which are appli- 
cable to the uncompleted portion of 
the terminated contract may prop- 
erly be included in the statement 
of cost prepared on the inventory 
basis. Under both methods, it is 
necessary to present inventory sched- 


47§ 


ules and to know the total costs to 
date of termination in order to 
arrive at an indicated rate of profit. 


The prime objective of the Gov- 
ernment in settling contract  ter- 
mination proposals is rapid and fair 
settlement; this can only be achieved 
if the contractor promptly submits 
his inventory schedules, statement 
of cost, and proposal for settlement 
Either the inventory method or the 
total cost method may be used. The 
only requisite is that the method 
used furnish a basis for negotiation 
to arrive at a settlement which is 
equitable to both the contractor and 
the Government. 
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479 








Simplified Payroll System 


—completes records in half the time 


@ THIS NEW PLAN effects a tremen- 
dous saving of man-hours that war 
demands have made so precious. 


As you write one payroll record, all 
figures are automatically transferred 
to the two or more other essential 
records that you now write in sepa- 
rate operations. 


After each individual payroll entry, 
every record you need is complete, cor- 
rect and up-to-date—ready for quar- 
terly reports and government inspec- 





= | ee Wy 
ALL MADE AT ONE WRITING: pay checks, 
employee pay statement, social security 
and withholding tax record, War Bond 
Record, ledger record of other deductions, 
check register and payroll summary. 








tion. Rewriting of figures on various 
records is entirely eliminated. 


Entirely eliminated, too, are sepa- 
rate records for War Bonds, Social 
Security, Withholding Tax, employee 
insurance, employee hospitalization, 
union dues and all other ledger ree- 
ords of a similar nature. 


Every pay day the statement you 
give to each employee includes: 


(1) A complete record of earnings. 
(2) A detailed list of deductions. 


(3) A notice telling the worker the 
exact amount he has on deposit with 
you toward his next War Bond. 


@ SO SIMPLE is the ‘‘Kopi-spor’’ pay- 
roll system that any clerk can handle 
it. It ean be adapted to any type of 
payroll whether you pay by check or 
in cash—whether you make your en- 
tries by typewriter or by hand. 


@ NOW ON DISPLAY-A special show- 
ing of this simplified pay roll system is 
now in progress in our store. Ef time 
will not permit you to visit this dis- 
play, phone and we will send to your 
office a pay roll specialist or descerip- 
tive literature, whichever you choose. 


HAW-WALKE! 


Chrysler Building — MUrray Hill 6-1100 








LARGEST EXCLUSIVE MAKERS OF OFFICE FURNITURE AND FILING EQUIPMENT IN THE WORLD 
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We asked 
5 fools Women 
why they dont 
. check 

<a mak 
mcoemnene | Cbllg prices 


prices, who share and play 
square with scarce goods. 





.. « “It’s too much trouble” 
It’s well worth the trouble te 
check price ceilings—if it holds 
prices down, cuts your bills 
today, lessens the danger of 
inflation tomorrow. 














“We can afford to pay more” 





“My store doesn’t display ceiling prices” 


Every time you pay black mar- 
ket prices, you're helping to 
send prices up—that’s the way 
inflation comes. And nobody 
can afford inflation. 


All retailers will if you keep 
asking them, ‘‘Is this the ceil- 
ing price?’’ Ceiling prices must 
be displayed wherever goods 
under ceilings are sold. 


Check and be Tak Ou d/ You should be proud 


if you’re the kind of loyal; patriotic American citizen who 
never pays more than ceiling prices, who pays her ration 
points in full, who shares and plays square with scarce 
goods! 


It is because of you and millions of women like you— 
cooperating with American merchants—that the cost of 
living has gone up only 7 per cent since your Government’s 
price control started. 


But the end is not yet. So keep up the good work. Ask 
every time, “‘Is this the ceiling price?’’ Never buy a single 
thing that you can do without. Save your money—in the 
bank, in life insurance, in War Bonds. When you use 
things up, wear ’em out, make ’em do, or do without . .. 
you’re helping to HOLD PRICES DOWN! 
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“| just don’t want to do it” 
No—and our boys don’t want 
to fight! But they're doing it— 
magnificently! It’s up to you 
on the home front to do your 
part to head off rising prices. 


YOUR STORE WILL BE GLAD T0 
HAVE YOU ASK: 


"Gs this the ceiling price ?' 
HELP 


A United States War Message prepared 
by the War Advertising Council; ap- 
proved by the Office of War Information; 
and contributed by this magazine in co- 
operation with the Magazine Publishers 
of America. 
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why THIS calculator is YOUR best bet 


ONE ...it PRINTS as it calculates. TWO... it’s an all-purpose machine. 
This rinting feature speeds and safe- On multiplying and dividing work, 
Pasi the work, for with the Printing l/ ' it’s a calculator. On listing-adding- 
Calculator you can’t “lose” a single f subtracting work, it’s an adding ma- 
factor of any problem. No need for a chine. It combines the best features 
re-run to prove accuracy — no time- of both... so it’s ideal for computing 
wasting copying from dials—no wor- @ costs, estimates, payrolls, inventories, 
rying about hidden errors. formulas and all percentage problems. 
THREE ... anyone can operate it. FOUR... its keyboard and all operat- 


No specialized training is required. ing keys are in the span and control of 
Proficiency comes quickly and natu- % one hand. Just 10 numeral keys — not 





loit” 41 rally. It’s electric—it’s automatic. And 72, or 90. Ten are enough — one for 

; ‘g it’s the servant, not the master, of even each numeral in the decimal system. It’s 
t want the newest employe in your office. easy to Operate — not nerve-wracking. 
ng it— 
10 you 
? your | Short-handed businessmen all over America have put 
prices. # thousands of Printing Calculators to work saving time. 
Any one of these four reasons can mean real manpower 
conservation for you. Will you let us go into details? 
Phone our nearest office or write us at Buffalo 5, N. Y. 


The Printing Calculator is available on WPB approval, to 
help conserve manpower, expedite war work, maintain neces- 
gr sary civilian economy. Talk it over with our representative. 
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e only PRINTING calculator with automatic division 
1944 483 











STANDARD 
— »)~ FEDERAL TAX 
/ REPORTS 





By auy Jest... THE BEST 
ON FEDERAL TAXES FOR REVENUE 


Speed? Accuracy? Convenience? Completeness? Whatever 
7 the criterion, whatever the need, whatever the question — 

if it involves federal taxes for revenue, the accepted reporter 
of the federal tax specialist, first choice of the man “who must have 
everything” is STANDARD FEDERAL TAX REPORTS. 


Whether they represent tax payer or tax collector, on whichever 
side of the tax fence they stand — Tax Men all endorse “STANDARD 
REPORTS” in use, collect real dividends from its breadth of coverage, 
official and explanatory, its dependability, and its down-to-earth 
practical values. 


For the “STANDARD REPORTS” subscription plan brings subscribers 
up to date immediately and keeps them up to date continuously. Its 
swift, detailed, informative weekly issues blanket the field of federal 
taxation most important to business and its tax counsel—reporting week 
by week the latest development in pertinent law or regulation, inter- 
pretation or ruling or court decision—the newest return, report, or form 
—all enriched and illuminated by editorial sidelights and plain 
English explanations. 


Accordingly, STANDARD FEDERAL TAX REPORTS subscribers always 
have the FACTS, always know just what to do — and why and how 
to do it! 


COMMERCE) CLEARING HOUSE; INC, 


Ptinpueris meus er TOPICAL LAW REPORTS 
NEw YORK 1 CHICAGO 1 WASHINGTON 4 
EMPIRE STATE BLDG. 214 N. MICHIGAN AVE. MUNSEY BLDG. 














484 


USINESS FUTURES 
are being charted with these 


FOUR GUIDES 


— 


































GUIDE TO INCREASED PRODUCTION 


The methods used by some of the largest: war-goods pro- 
ducers to achieve maximum output with a controlled flow 
of materials are detailed in “Stock Control for the Manu- 
facturer’. Twenty sets of actual forms are included, with 
helpful analysis of each. 
GUIDE TO BETTER CONTROL OF COSTS 

“Cost Analysis for Profit Control” shows the latest tech- 
niques in efficient cost accounting systems and procedures. 
Included are twenty working samples of Kardex Visible 
Records and details of fifty types of cost systems now used 
by well-known organizations. 

GUIDE TO REDUCED MATERIALS INVENTORIES 
From the Office of the Chief of Ordnance, U. S. Army, has 
come a simplified method of production and material con- 
trol, recommended as sound business practice for manu- 
facturers. This is presented in full detail in “Control 
for’ Minimizing Commitments, Work in Process and 
Inventories”. 

GUIDE TO SUCCESSFUL CONTRACT TERMINATIONS 
“Effective Control of Terminated Government Contracts 
as Practiced by Sperry Gyroscope Co., Inc.”, describes 
preparations and procedures that have resulted in out- 
standingly successful negotiated settlements. Twenty-six 
pages full of good suggestions! 
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Kardex Visible Administrative Con- 
trol is solving a wide variety of 


ingwar the tremendousinfluence more so in the future—Remington 





equate administrative control 
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ract terminations. Because such 
trol is urgent today—and will be 


Rand has assembled in four special 
books a wealth of information on 
the graphic methods of record con- 
trol now used by many business or- 
ganizations. Based entirely on actual 
experience, these publications dem- 
onstrate how the “Fact-Power” of 


managerial problems. 


The vital information contained in 
these publications ts available without 
charge. The last two will be sent free, 
the other on loan service from our 
Systems Research Data Files. Inquire 
of our nearest Branch Office. 
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THE SOBELSOHN 
C. P. A. Examinations Training Courses 


| offer intensive and effective preparation for C.P.A. Examinations in New 
York State and elsewhere. Three, Five and Nine Month Courses meet 


individual needs. Taxation Courses 

covering Federal and State income taxes, social security taxes, etc., fully meei 
| the requirements of accountants and others seeking a comprehensive working 
| knowledge of tax practice. 


| NEW YORK C.P.A. THEORY QUESTIONS WITH ANSWERS 
By JOSEPH C. MYER, B.S., LL.D. 


Certified Public Accountant of the States of New Jersey and New York. 
Late Dean of St. John’s University, School of Commerce 


Revised and brought up-to-date by 
ANDREW NELSON, LL.B., C.P.A. 


and 


JACOB SOBELSOHN, B.C.S., C.P.A. 
NOW AVAILABLE FOR DISTRIBUTION 


For details, communicate with 
| JACOB SOBELSOHN, C.P.A. 
250 West 57th St. (Fisk Building) Rooms 1327-28 New York 19, N. Y. 
| Telephone COlumbus 5-0819 

















‘7° THE NEW YORK CERTIFIED 
‘Binding PUBLIC ACCOUNTANT 


When the magazines constituting the volume are supplied by the 
subscriber the binding charge is $2. Each bound volume includes 
twelve issues. 


» £9 


Bound in brown fabric with title, dates and volume number 
stamped in gold. 


* * wv 
Missing numbers will be supplied, if obtainable, at 25 cents each. 


Binding orders and the magazines to be bound should be mailed 
or delivered to 
THE NEW YORK STATE SOCIETY OF CERTIFIED 


PUBLIC ACCOUNTANTS 
15 East 41st Street - . New York 17, N. Y. 

















